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United  States  pari-mutuel  industry.  The  timing  and  develop- 
taent  ot  Florida  pari-mutuel  legislation  is  considered  for 
its  implications  on  the  determinants  of  regulatory  policy. 

Next,  the  economics  of  the  industry  is  presented  to 
support  this  historical  analysis  and  to  provide  insight  into 
present  regulatory  practices.  To  estimate  t 
of  revenue  variance  among  firms  analyses  wer 
United  States  and  Florida  cross-section  data.  The  basic 
result  of  this  empirical  research  is  that  population  is  a 
significant  determinant  of  revenue  variance  among  firms  in 
all  pari-mutuel  categories:  Thoroughbred,  harness,  grey- 

hounds and  Jai-alai.  In  addition,  average  personal  income 
proved  to  be  a significant  detsrmlnant  of  revenue  variances 
among  firms  in  the  thoroughbred  and  harness  categories  but 
not  in  greyhounds  and  jai-alai. 

Because  of  data  availability,  the  cost  analysis  was 
based  on  Florida.  Wages  and  salaries,  purses,  depreciation, 
and  other  operating  expenses  were  explained  by  site  of  handle 
to  estimate  total  cost  curves.  If  there  are  economies  of 
scale,  this  would  be  Indicated  by  significant  intercept 
estimates.  Thoroughbred  and  greyhound  operations  were  found 
to  exhibit  significant  economies  in  large  handle  operations, 
jsi-alai  did  not.  It  was  also  noted  that  depreciation  was  a 
small  part  of  total  cost  and  that  most  expenditures  repre- 
sented variable  cost  expenditures  rather  than  "sunk"  costs. 


Turning  to  the  difcerence  between  revenue  and  coat, 
two  meaaurea  of  profitability  within  the  industry  were  cal- 
culated: operating  ratio  and  rate-of-return-  while  both 

neasures  yielded  sioiilar  results,  the  two  were  compared  to 
determine  the  best  measure  for  purposes  of  establishing  a 
pari-mutuel  standard  of  profitability.  The  operating  ratio 
was  selected  on  the  basia  of  ease  of  measurement  and  the 
predominant  role  of  variable  costs.  In  addition,  vertical 
integration  and  systems  of  factor  payments  are  esamined  in 
terns  of  the  difficulties  they  present  for  effective 

The  industry  and  its  regulatory  structure  are  then 
emamined  to  determine  whether  or  not  the  regulatory  goals 
are  achieved.  This  paper  concludes  that  the  present  regula- 
tory structure  has  failed  to  achieve  reasonable  economic 
goals  of  regulation.  Specifically,  economic  rents  generated 
by  exclusive  territorial  franchises  are  accruing  to  private 
individuals  rather  than  the  state.  The  state  pari-mutuel 
tax  rate  has  not  been  adjusted  to  tax  away  all  of  the  state- 
created  monopoly  rents. 

Although  the  level  of  funding  of  the  existing  Florida 
regulatory  structure  is  adequate,  the  resource  mix  is  not 
cost  effective.  The  results  of  the  study  support  the  Stigler 
and  Noll  hypotheses  regarding  the  failure  of  regulation.  The 
analysis  is  then  used  to  develop  a set  of  recommendations  for 


restructuring  pari-mutuel  regulation. 


moral  rather  than  an  economic  concept.  However,  if  economic 
conaiderationa  are  given  too  low  a priority,  conditions  can 
arise  which  are  just  as  objectionable  as  those  considerations 
which  initially  brought  about  regulation. 

Recently,  concern  about  the  regulation  of  spectator 
sports  has  sparked  new  studies  of  professional  sports  with 
particular  attention  directed  toward  the  economic  aspects 
and  the  effectiveness  of  regulation.^  These  concerns  about 


be  directed  toward  the  pari-mutuel  industry  with  its  unique 
regulatory  featuresi  these  features  include  a significant 
tax  levy,  extensive  regulatory  legislation,  the  highest 
paid  attendance  of  any  professional  sport,  and  the  moral 
considerations  associated  with  wagering.**  No  other  profes- 
sional sport  has  such  extensive  government  intervention  in 
Its  operation  nor  as  obvious  a regulatory  structure.  Since 
thirty  states  presently  allow  legalized  pari-mutuel  wagering 
on  horse  and  dog  racing,  an  analysis  of  the  effectiveness 
of  pari-mutuel  regulation  would  be  of  importance  in  its 
evaluation  of  the  current  regulatory  structure,  suggestions 
for  improved  regulatory  policy,  and  implications  for  an 
efficient  sUte  tax  policy. 


^For  example,  see  the  forthcoming  publication  of  the 
Brookings  Institution,  Roger  Noll  (ed.).  Government  and  the 
Sports  Business. 

^Florida  Times-Union,  Jacksonville,  Florida,  April  24, 
1S73,  Section  D,  page  2. 


There  are  currently  two  views  of  the  objectives  of 
the  regulatory  process.^  The  ootnraonly  received  view  is 
that  regulation  is  a device  for  protecting  the  public 
against  the  adverse  effects  of  monopoly;  high  price,  high 
profits  and  reduced  output.  The  other  view  holds  that 
regulation  is  procured  by  politically  effective  groups  for 
their  own  protection.®  The  received  view  of  regulation 
could  fail  to  achieve  reasonable  regulatory  goals  either 
through  corruption  or  ineffective  or  incompetent  manage- 
ment. "success"  of  regulation,  from  the  political  view, 
represents  a failure  of  regulation  for  public  purposes. 

The  major  hypothesis  of  this  analysis  is  that  the  present 
regulatory  structure  has  failed  to  achieve  reasonable 
economic  goals  of  regulation  and  that  its  failure  is  attri- 
butable to  causes  delineated  by  G.  J.  Stigler  and  R.  S.  Noll.'^ 


Stigler  and  Noll,  among  other 
tory  legislation  is  sought  ou 
and  operated  for  its  benefit. 


, contend  that  sv 
by  the  industry 


I designed 
situation  could  occur 


rather  easily  since  moral  rather  than  economic  considera- 
tions were  of  overriding  importance  in  the  inception  of 


®R.  A.  Posner,  "Taxation  by  Regulation,"  Bell  Journal 
of  Sconomics  and  Management  Science.  Vol.  2,  No.  I (Spring, 


®G.  J.  Stigler.  "Theory  of  Economic  Regulation."  Bell 
Journal  of  Econoroics  and  Management  Science,  Vol.  2,  No.  1 


Reforming  Regulation  (Brookings  Institu- 


pari-mutuel  regulation.  Thug,  it  ig  contended  that  economic 
conaiderations  were  originally  put  In  the  background  and 
aeldoRi  reconsidered  or  assigned  a higher  priority. 

To  teat  this  hypothesis,  official  state  data  on 
attendance  and  wagers  land  other  variables  where  available) 
for  all  licensing  states  will  be  analyzed  to  draw  inferences 
about  the  demand  for  pari-mutuel  wagering,  the  cost  of  pro- 
ducing pari-mutuel  wagering  opportunities,  and  the  implica- 
tions for  state  regulatory  policy.  These  cost  and  revenue 
data  will  also  be  used  to  develop  two  measures  of  profit- 
ability which  will  be  used  to  evaluate  the  effectiveness 
of  the  present  regulatory  structure,  where  effectiveness  is 
defined  as  the  maximization  of  state  revenues  from  a socially 
desirable  limited  number  of  pari-mutuel  licenses  without 
at  the  same  time  precluding  the  profitable  operation  of  the 

The  investigation  in  this  paper  centers  on  the  State 
of  Florida  because  of  data  availability  and  because  Florida 
has  more  pari-mutuel  plants  than  any  other  state.  It  was 
the  first  and  is  the  largest  greyhound  racing  statei  it  is 
the  only  state  allowing  pari-mutuel  wagering  on  jai-alai 
events;  it  is  the  traditional  home  of  winter  thoroughbred 
horse  racing;  it  has  routino  operation  of  harness  and  quarter 
horse  racing:  and  has  the  typical  two  level  regulatory 
arrangement  of  State  Racing  Commission  and  accompanying 
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Therefore,  the  payoff  ratio  in  a pari-mutuel  system  is 
aetemitneiS  by  the  eollectlve  action  of  all  bettors.  Conse- 
quently, bettors  are  truly  wagering  money  among  themselves 
rather  than  against  professional  odds-makers. 

Pari-mutuel  wagering  can  be  distinguished  from 
gambling,  lotteries  and  bookmaking  for  purposes  of  this 
report.  Gambling  is  characterized  by  predetermined  odds  or 
chances  of  winning  that  are  determined  by  nature,  rules 
and  probabilities  of  the  particular  game  considered.  Lot- 
teries could  be  conducted  on  a pari-mutuel  basis,  but  are 
usually  oharaoterized  by  pre-determined  payoffs  of  a fixed 
number  of  dollars. 

The  United  States  pari-mutuel  industry  as  we  know  it 
today  began  in  1906  when  the  Coimnonwealth  of  Kentucky 
legalized  wagering  on  horse  racing  and  prescribed  a pari- 
mutuel system  with  the  State  getting  a small  share  of  the 
takeout.  This  relatively  recent  joining  of  horse  racing 
and  pari-mutuel  wagering  in  the  United  States  has  gradually 
spread  from  Kentucky  to  other  states  in  the  United  states. 
In  1971,  thirty  states  allowed  pari-mutuel  wagering  on 
horse  racing.  There  were  73,619,044  persons  in  attendance 
at  10,792  racing  days,  wagering  $6,325,904,647.  This 
volume  of  wagering  and  attendance  generated  $508,333,417 
in  state  revenues,  approximately  $567  million  in  revenues 


i-mutuel  plant  operations  (not 


accomodations,  parking,  programs,  concessions  and  wagers 
afford  many  opportunities  for  price  discrimination  leading 
to  increased  profits.  State  tax  rates  usually  apply  only 
to  wagers  and  admission  fees  and  therefore  there  are  a 
multitude  of  alternative  pricing  policies  available  to 
maximize  firm  revenue  subject  to  a state  tax  structure  con- 
straint and  the  demand  for  pari-mutuel  wagering  opportunities. 
The  empirical  results  presented  here  suggest  that  further 
study  is  needed  of  taxation  of  this  two-part  tariff  situa- 
tion for  regulated  industries. 

Another  feature  that  lends  itself  to  potential  abuse 
is  the  existence  of  over  $270  million  in  stakes  and  purses; 
this  situation  provides  an  incentive  for  vertical  integra- 
tion in  thoee  states  in  which  it  is  legal  to  hold  an 
interest  in  both  horses  and  horse  tracks.  The  incentivss 
exist  in  the  opportunities  for  excess  profits  in  an  industry 
in  which  one  phase  of  the  business  is  subject  to  regulation 
and  the  potential  exists  tor  shifting  profits  from  one  phase 
of  the  business  to  another.  If  regulation  and  adjustment  of 
a state's  pari-mutuel  tax  structure  assume  that  dealings 
in  the  factor  markets  are  purely  competitive,  regulatory 
enforcement  could  fail  for  that  reason  alone.  Yet  current 
enforcement  is  weak  from  an  even  more  fundamental  standpoint. 


^^For  a theoretical  treatment  of  the  two-part  tariff 
sec  Walter  1.  Oi.  "A  Disneyland  Dilemma:  Two-part  Tariffs 

for  a Mickey  Mouse  Monopoly,"  Quarterly  Journal  of  Economies, 
LXXXV  (February,  1971),  pp.  77-96. 


CHAPTER  II 

REGULATION  OP  THE  PARI-MUTUEL  INDUSTRY 
Rationale  and  Goals  of  Regulating  the 


The  regulation  of  pari-mutuel  firms  is  atypical  of 
moat  regulatory  situations  in  two  respects.  First,  the  firm 
being  regulated  is  not  a natural  monopoly  with  the  typical 
capital  intensive  characteristics  of  most  natural  monopolies.^ 
Second,  the  pari-mutuel  wager  is  not  a "necessary"  service 
and  therefore,  is  dissimilar  to  the  product  typically  pro- 
vided by  utility  companies.  In  view  of  these  unusual  charac- 
teristics and  in  the  absence  of  an  accepted  delineation  of 
the  rationale  and  goals  of  regulation  of  non-natural  monopolies 
such  as  the  pari-mutuel  industry,  the  development  of  a specific 
regulatory  policy  is  in  order.  One  approach  to  such  a develop- 
ment would  be  to  start  with  an  accepted  program  for  natural 
monopolies  and  adapt  it  to  the  pari-mutuel  industry. 

The  development  of  a specific  regulatory  program  can 
begin  with  the  seven  goals  of  a good  regulatory  program 
delineated  by  William  J.  Baumol.^  Baumol  lists  seven  basic 
assignments  of  the  regulatory  agency  as  follows: 


^See  R.  A.  Posner,  "Taxation  by  Regulation,"  Bell 
Journal  of  Economics  and  Management  Science,  Vol.  2,  No.  1 
(Spring,  1971)  for  a critique  of  the  received  view  of  the 
purpose  of  regulation. 

^Paul  w.  MacAvoy  (Ed. ) , Criais  of  the  Regulatory 
Commissions  (New  York:  H.n.  Norton  and  Co.,  Inc,  1970), 


not  likely  to  be  repealed.  Not  only  is  it  a "painless" 
source  of  state  revenue,  it  also  provides  the  mechanism  by 
vhich  monopoly  profits  are  transferred  to  the  state.  There- 
fore, assignments  1 and  2 shall  be  restated  by  eliminating 
assignment  2 and  restating  assignment  1 to  "prevent  monopoly 
profits  from  accruing  to  private  individuals  without  at  the 
same  time  precluding  the  profitable  operation  of  the  company." 

Assignment  3 is  likewise  very  important  to  pari- 
mutuel regulation  and  should  be  retained  since  we  do  not 
want  to  subsidize  inefficiency. 

Assignments  4 and  S are  typically  not  problems  in 
most  of  the  small  firms  operating  in  the  pari-mutuel  Industry. 
Consequently,  they  are  dropped  from  the  listing. 

Assignment  6 is  an  important  goal  of  regulation. 
Indications  are  that  this  is  presently  a problem  only  to 
the  extent  that  pari-mutuel  firms  hold  non-operating  assets 
and  are  not  required  to  report  them  separately. 

Assignment  7 is  potentially  a severe  problem  for 
regulators  of  the  pari-mutuel  industry.  The  industry  is 
characterized  by  relatively  small,  closely-held  corporations 
(often  subsidiaries)  which  historically  have  shifted 
expenses  and  assets  for  the  maximization  of  after-tax  pro- 
fits for  its  majority  stockholders.  Firms  in  the  pari-mutuel 
industry  have  enjoyed  relative  obscurity  and  it  is  likely 
that  the  accounting  reports  filed  with  the  various  state 


racing  conunisaions  distort  profitability.  Likewise,  i' 


opportunity 


shortsighted  regulatory  effort 
for  manipulation  of  expenses  s 


prizes  and  concession  contracts.  Opportunities  for  these 
kinds  of  accounting  practices  which  allow  profits  to  be 
hidden  through  accounting  transactions  or  a sharing  of 
rents  with  informed  participants  in  the  factor  market  can 
defeat  efforts  to  achieve  restated  assignment  1. 


since  the  pari-mutuel  industry  is  potentially  com- 
petitive or  at  least  monopolistically  competitive,  the 
rationale  for  regulation  is  stated  to  exist  in  order  to 
achieve  certain  goals.  The  racing  statutes  in  many  states 
say  that  the  purpose  of  their  particular  chapter  le  to  pro- 
mote and  improve  the  breed  of  horses.  Just  why  entry  must 


be  restricted  and  performances  limited  to  accomplish  this 
goal  is  unclear,  while  this  motive  may  have  played  some 
role,  particularly  in  the  early  days  when  the  pari-mutuel 
system  was  adopted  in  an  attempt  to  save  racing  from  the 
reform  movement,  the  current  emphasis  is  on  tax  receipts 


and  the  social  issue  of  gambling,  since  state  governments 
have  been  sharing  in  pari-mutuel  commissions,  tax  and  com- 


mission rates  have  been  a matter  of  law  and  generated  re- 
lated regulation.  Likewise,  the  desire  to  limit  the  prolif- 
eration of  pari-mutuel  establishments  has  led  to  licensing 


related  regulation. 
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tax  levies  are  a natter  of  state  law,  there  is  a le9isla- 
tive  interest  in  the  taxation  and  regulation  of  pari-mutuel 
firms.  This  revenue  source  is  one  of  the  lesser  priorities 


of  state  legislators,  however,  since  pari-mutuel  revenues 
account  for  approximately  only  2»  of  state  revenues  and, 


more  importantly,  adjustments  to  the  tax  structure  usually 
generate  relatively  small  incremental  revenues.  In  addition, 
the  legislature  shares  the  regulatory  responsibilities  with 
a state  racing  ctmimisaion,  which  forms  a second  layer  of 
regulatory  authority  with  somewhat  similar  responsibilities 
and  authority.  It  is  worth  noting  that  moat  regulation 
seeks  to  give  commissions  authority  to  act  exclusive  of  the 
legislature,  but  this  is  not  so  in  pari-mutuel  wagering. 

Each  state  licensing  pari-mutuel  operations  has  a 

appointed  boards,  with  members  serving  at  the  pleasure  of 
the  Governor.  Membership  is  usually  a result  of  political 
patronage  and  the  abilities,  integrity,  and  interests  of  the 


membership  are  not  questions  passed  upon  by  the  public.  Due 
to  the  political  and  usually  unremunerative  nature  of  their 
appointment,  ccnmission  membership  is  characterized  by  high 


turnover.  Since  the  important  features  of  pari-mutuel 
regulation  is  a matter  of  state  law,  most  state  racing  commis- 
sions find  themselves  in  a position  of  only  making  recommenda- 
tions to  the  state  legislature  on  the  important  features  of 


mnn3>er  of  wagering  locations  for  reasons  of  assumed  social 
cost,  and  healthy  pari-mutuel  operations  mean  healthy  tax 
revenues.  Regardless  of  the  initial  reasons  for  the  granting 
of  exclusive  territorial  rights,  their  existence  without 
strong  accompanying  regulation  of  the  pari-mutuel  commission 
and  tax  can  generate  monopoly  rents  for  the  pari-mutuel 
permittees. 

While  not  all  states  grant  exclusive  territcrial 
rights,  the  states  with  large  pari-mutuel  handles  do.  In 
Table  1,  the  states  are  ranked  according  to  descending 
importance  of  their  total  pari-mutuel  handle  in  1971.  Inspec- 
tion of  Table  1 indicates  that  of  the  thirty  states  allowing 
pari-mutuel  wagering,  the  ten  largest  (accounting  for  79.89% 
of  the  1971  pari-mutuel  handle)  end  five  other  (accounting 
for  6.81%  of  the  1971  pari-mutuel  handle)  do  have  statutory 
provisions  for  exclusive  territorial  rights.  West  Virginia 
(with  2.97%  of  the  1971  pari-mutuel  handle)  is  the  largest 
state  with  no  statutory  provision  for  exclusive  territorial 


It  is  interesting  to  note  from  Table  1 that  pari-mutuel 
wagering  is  permitted  in  nine  of  the  ten  most  populous  states 
and  all  of  those  have  statutory  barriers  to  competition. 

This  observation  presente  some  interesting  indications  about 


state  must  offer  a large  mar)cet  before  enabling  legislation 
is  developed  for  exploitation  of  those  marlcets.  In  addition. 


Table  1 


STATUTORT  SOURCE  OF  EXCLUSIVE  TERftlTORlM.  BIGHTS 
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if  the  state  market  ie  sufficientiy  large  and  established, 
legislation  will  develop  which  will  grant  exclusive  terri- 
torial rights  Co  holders  of  pari-mutuel  licenses.  There 
are  two  possible  views  of  the  source  of  this  demand  for 
legislation.  First,  state  government  could  be  in  a program 
of  maximiaing  state  revenues,  moral  attitudes  of  constitu- 
ents permitting.  The  program  would  consist  of  allowing 
pari-mutuel  wagering  when  the  state  market  is  large  enough 
to  cover  the  cost  of  regulation.  The  restrictive  licensing 
comes  along  when  the  state  market  is  large  enough  that 
government  decision  makers  feel  that  limited  locations  is 
either  a necessary  social  goal  or  a means  to  maximize 
monopoly  profits  and  state  revenues.  For  this  view  to  be 
accepted  the  entire  pari-mutuel  regulatory  structure  should 
exhibit  characteristics  and  policies  of  a coordinated  state 
plan  to  reach  stated  govecninent  objectives. 

The  alternate  view,  which  is  being  tested  in  this 
analysis,  is  that  the  "purpose  in  fact"  of  the  regulation  is 
to  benefit  the  regulated:"  that  this  legislation  is  sought 
out  by  the  industry  and  managed  for  its  benefit.  For  this 
view  to  hold  it  is  only  necessary  to  show  that  there  is  no 
sense  of  efficiency  or  optimization  in  the  determinationa  of 
location,  nor  any  consistency  with  an  announced  state  plan 


"The  meaning  ascribed  to  the  "purpose  in  fact"  is  that 
used  by  Richard  A.  Posner,  "Taxation  by  Regulation,"  Bell 
Journal  of  Economics  and  Hanagement  Science  (Spring,  1971) , 


23 

to  reach  stated  government  objectives.  The  question  of  the 
purpose  for  exclusive  territorial  rights  is  highlighted  by 
contrasting  the  neighboring  States  of  Nevada  and  California. 
Nevada  legalizes  prostitution  and  gambling  but  restricts 
pari-mutuel  wagering  to  State  fairs  and  similar  events.  It 
is  likely  that  this  restriction  of  racing  is  a result  of  the 
political  power  of  existing  gambling  interests  in  the  State 
rather  than  economic  or  moral  considerations.  Alternatively, 


Nevada  could  be  maximizing  State 


licensing  but  their  justification  for  this  method  is  not 
known.  Conversely,  California  prohibits  gambling,  but  allows 
pari-mutuel  wagering  at  thoroughbred,  harness,  and  quarter 


The  legislation  granting  exclusive  territorial  rights 
takes  many  forms.  Generally  these  statutes  fall  into  two 
categories.  First,  one  in  which  no  pari-mutuel  license  is 
granted  within  a given  number  of  miles  of  an  existing  license. 
Second,  one  in  which  a specific  number  of  pari-mutuel 

(County  or  State) . A frequent  variation  of  the  second  form 
is  to  limit  the  number  of  racing  days  in  a geographic  area, 
which  essentially  limits  the  number  of  operations,  given 
existing  firms  and  length  of  season. 

While  the  principle  of  exclusive  territorial  rights 
is  uniform,  the  individual  state  statutes  are  not.  In  fact, 
their  unique  individual  nature  reminds  one  of  political 


(1971) 
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paid  to  the  more  overriding  considerations  of  regulation 
such  as  the  measurement  of  the  profitability  of  various 
operations  and  the  adjustment  of  the  regulatory  tax  struc- 
ture to  that  measurement. 

The  common  statutory  characteristics  of  charity  days 
and  employment  of  state  citizens  are  used  as  argument  that 
the  pari-mutuel  operators  are  permanent,  conscientious  mem- 
bers of  the  local  society  and  that  they  voluntarily  perform 
such  functions.  These  features  improve  the  image  of  pari- 
mutuel firms  and  give  them  considerable  local  influence 
through  their  charity  ajxd  job  favors. 
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In  1887,  after  a severe  decline  of  public  interest 
in  racing,  the  French  tribunals  reversed  themselves,  not 
only  declaring  the  pari-mutuel  system  legal,  but  also  making 
It  obligatory  for  all  racing  societies  to  the  complete  exclu- 
sion o£  all  other  systems.  Oiler,  in  the  spirit  of  coopera- 
tion and  to  maintain  the  good  standing  of  the  pari-mutuel 
system  decided  to  make  the  pari-mutuels  profitable  to  the 
government  and  the  racing  societies.  He  provided  for  an  lit 
takeout  of  the  total  pari-mutuel  pool,  a small  part  of  the 
lit  went  to  the  government  in  the  form  of  a tax,  and  the 
balance  stayed  with  the  racing  society  to  cover  the  coat  of 
operation.  This  arrangement  stayed  in  effect  until  1691, 
when  the  Government  of  France  first  regulated  the  amount  of 
money  deducted  from  pari-mutuel  pools.  On  and  after  June  2, 
1691,  racing  societies  were  permitted  to  install  the  pari- 
mutuel system  of  betting  provided  a levy  of  7%  was  made  on 


amount  of  money  bet.  Of  this  7%,  the  societies 
etain  for  expenses,  certain  charities  were  to 
1 and  the  Minister  of  Agriculture  was  tc  be  allotted 
e development  of  horeebreeding. 


The  news  of  oiler's  system  spread  rapidly. 
1680,  a New  2ealander  named  Ekberg  had  produced  a 
that  would  automatically  record  bets  under  the  pa 
system.  He  called  it  a "totalizator."  The  news 
mutuel  systems  spread  equally  fast  to  the  United 


machine 

ri-mutuel 
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the  pari-fflutuel  machines  ware  introduced  at  Churchill  Downs 
in  1878.  They  were  dropped  in  1888  because  the  bookmakers, 
who  had  to  pay  a rental  to  do  business,  complained  that  the 
machines  operated  by  the  track,  which  deducted  58  of  the 
money  wagered  for  its  share,  w'ere  interfering  with  the 
bookmaker's  business. 

The  progressive  movement  of  the  early  1800 's  ended 
horseracing  and  bookmaking  in  all  states  except  Kentucky  and 
Maryland  by  1912.  Both  states  had  pari-mutuel  systems  and 
were  saved  for  that  reason.  In  the  Kentucky  case  civic 
authorities  ruled  against  bookmaking  in  Louisville  in  1906. 
Colonel  Matt  J.  Winn,  who  was  in  charge  of  Churchill  Downs 
found  some  old  pari-mutuel  machines  and  installed  them 
pursuant  to  an  old  act  that  allowed  pool  selling.  He  sub- 
sequently supported  the  pari-mutuel  system  with  State  sanc- 
tion by  having  a law  passed  that  gave  the  State  a slice  of 
pari-mutuel  revenues.  Since  that  time  the  pari-mutuel  sys- 
tem has  been  synonomous  with  legalised  wagering  at  horse 
racing  in  the  United  states. 

By  the  time  Florida  legalized  pari-mutuel  wagering 
in  1931,  only  five  states  had  pari-mutuel  taxes,  but  fifteen 
states  enacted  new  taxes  on  racing  shortly  thereafter  in 
1933,  1934,  and  1935.^  The  coincidence  of  the  depression  and 


^State  of  Florida,  Legislative  Beference  Bureau, 
Pacino  and  the  Fari-Hutuel  Industry  in  Florida  (Tallahassee, 
Ploriaa;  1965) . p.  38. 
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the  new  legislation  indicates  the  important  role  of  state 
revenues  in  the  decision-making  that  led  to  expansion  of 
the  industry  at  that  time.  Expansion  of  the  industry  con- 
tinued with  five  new  states  allowing  pari-mutuel  wagering 

Dog  racing  (greyhounds)  was  first  tested  In  1909  hy 
Oliver  ?.  Smith  at  a track  built  in  Tuscont  Arizona.^  The 
greyhound  chases  its  prey  by  sight  rather  than  smell  and  by 
1919  Smith  had  perfected  and  demonstrated  a mechanical  hare 
for  the  dogs  to  follow  around  the  track.  On  January  3,  1933. 
a track  which  is  known  as  "Derby  Lane’  was  opened  at  St. 
Petersburg.  Florida  and  is  the  oldest  track  still  in  operation. 
In  addition  to  Florida,  greyhound  racing  developed  in 
Massachusetts.  Arizona,  and  Oregon.  Florida  was  the  first 
state  to  legalize  pari-mutuel  wagering  at  greyhound  races 
and  did  so  in  1931.  Florida's  experience  prompted  six 

Hhile  dog  racing  does  not  share  the  stature  or  history  of 
horse  racing,  it  certainly  does  an  effective  job  of  drawing 
attendance  and  handle  in  areas  where  it  is  performed. 

Florida  also  allows  pari-mutuel  wagering  on  jai-alai 
events.  Jai-alai.  or  pelota, is  a court  game,  developed  and 


^u.  s.  House  of  Representatives.  Report  by  the  Select 
Committee  on  Crime.  "Organized  Criminal  Influence  in  Horse- 
racing’ (June  25.  1973),  p.  100. 


perfected  by  the  Basque  people  of  the  Northern  provinces  of 
Spain,  as  an  evolution  from  handball.  The  game  is  played 
with  a hard  ball  on  a court  with  three  walls  and  a floor. 

Two  of  the  eight  players  (teams  when  doubles  are  played! 
begin  with  one  serving  to  the  other.  Play  continues  in 
handball  fashion  until  one  player  misses  or  hits  out  of 
bounds.  The  winner  of  the  point  remains  on  the  court  and 
the  loser  is  replaced  by  the  third  of  eight  players.  Such 
play  proceeds  until  one  player  accumulates  the  number  of 
points  necessary  to  win.  The  Florida  law  authorising  jai- 
alai  was  passed  in  I93S  and  presently  nine  plants  are  active 
in  the  state.  In  1972  Connecticut  passed  implementing 
legislation  but  no  permits  have  become  active  in  the  State. 


i-Hutuel  History 


The  first  Florida  Constitution  was  drawn  by  a Con- 
stitutional Convention  in  St.  Joseph,  Florida  in  183B  in 
anticipation  of  statehood  which  was  not  granted  until 
March  3,  1845.  On  February  27,  1839,  the  Territorial 
Legislature  adopted  an  act  that  prohibited  gaming  in  any 
form.^  Subsequently  on  December  10,  1845,  the  General 
Assembly  adopted  this  and  many  other  acts  and  resolutions 
of  the  Territorial  Legislation.  It  was  expressly  illegal 
to  maintain  "a  gaming  table  or  house,  booth,  tent  or  shelter 


^Division  IV,  Title  1,  chapter  VII  of  the  1845  Digest 
of  the  Statute  Law  of  the  State  of  Florida. 


or  for  persona  to  play  or  bet  at  any  gate  at  cards,  dice 
or  checks  or  with  any  inatrument  tor  the  purpose  of  winning 
or  losing."  Identical  language  remains  in  Florida  law  today 
as  a prohibition  against  legalized  gambling.  In  1868  a 
law  was  passed  which  made  it  illegal  to  conduct  a lottery.® 

In  1891,  less  than  ten  years  after  invention  of  the 
pari-mutuel  system,  the  State  of  Florida  passed  legislation 
authorizing  the  sailing  of  pools  in  the  State. Regulations 
on  the  selling  of  pools  were  minimal  by  today's  standards 
and  the  tax  levywaslt  of  admissions  with  no  State  sharing 
of  the  pool.  Pool  selling  was  authorized  between  November  1 
and  the  following  Hay  1 in  each  and  every  year  and  limited 
to  on-track  facilities  and  to  associations  incorporated  for 
the  purpose  of  racing  or  improving  the  breed  of  horses.  The 
three  percent  tax  on  admissions  went  to  the  State  school  fund. 
It  is  interesting  that  the  state  taxed  admissions  but  not 
the  money  wagered,  while  this  taxation  scheme  could  be 
interpreted  in  terms  of  some  partnership  arrangement  where 
the  operator  bore  the  heavy  risk  of  an  uncertain  business 
venture  and  the  Stete  got  no  return  while  the  stakes  were 
low,  there  is  probably  a simpler  explanation.  The  tax  on 
admissions  but  not  on  money  wagers  is  probably  an  assessment 


^Section  849.01,  Florida  Statutes  (1971). 
^Chapter  1837,  Laws  of  Florida  (1868). 
"^Chapter  4023,  Laws  of  Florida  (1891). 


o£  the  relative  value  of  the  spectacle  to  the  wager.  Since 
the  three  percent  tax  on  admissions  is  a nominal  levy  it  is 
also  implied,  that  once  legalized,  wagering  on  horse  races 
was  not  too  unlike  other  businesses. 

The  pool  selling  law  remained  on  the  books  until  1911, 
when  the  reform  movement  was  successful  in  passing  legisla- 
tion prohibiting  bets  or  wagers  upon  the  result  of  any  trial 
or  contest  of  skill,  speed,  or  power  of  endurance  of  man 
or  beast.®  Termed  the  "anti-race  track  law,"  the  new  legis- 
lation repealed  Section  3591.  General  Statutes  of  the  State 
of  Florida  which  had  previously  authorized  pool  selling. 

On  dtme  15,  1931,  a comprehensive  law  was  passed 
over  the  Governor's  veto  that  authorised  and  regulated 
horse  and  dog  racing  in  the  State.’  Regulations  were  exten- 
sive and  explicit  in  the  law,  and  some  features  have  survived 
over  forty  years  without  change.  The  primary  parts  of  this 
act  included  the  creation  of  the  five  member  Racing  Commis- 
sion and  the  prescription  of  its  duties.  The  duties  were 
described  to  be  the  carrying  out  of  the  provisions  of  the 
act  and  the  supervisory  and  police  function  over  the  making 
of  pari-mutuel  pools.  With  this  charge  the  State  Racing 
Comnission  and  its  successor,  the  Division  of  Pari-Mutuel 

"chapter  6188,  Laws  of  Florida  (1911). 

^Chapter  14832,  laws  of  Florida  (1931). 


Extensive  debate  of  the  morality  of  the  issue  surely 
characterised  the  passage  of  this  legislation.  The  bill 
was  passed  over  the  Governor's  veto  and  the  effect  of  the 
national  depression  on  State  revenues  added  additional 
weight  to  the  tax  revenue  argument.  State  revenues  had 
peaked  in  fiscal  year  1929-30  with  $6,627,812  being 
received  in  the  General  Revenue  Fund  and  the  decline  to 
$6,732,248  in  1930-31  was  an  indication  of  what  was  ahead. 

The  final  legislation  represents  a balance  between  the  two 
considerations:  morality  and  tax  revenues.  The  local 

referendum  and  tho  short  winter  season  would  minimize  the 
availability  of  wagering  opportunities  to  Florida  residents, 
yet  make  it  available  for  the  wealthy  winter  visitor.  The 
equal  sharing  of  tax  revenues  among  the  counties  would  as- 
sure statewide  benefit  and  justify  the  con^iromise  with  the 
moral  issues.  It  is  interesting  to  note  that  the  original 
law  did  not  consider  it  necessary  to  grant  exclusive  terri- 
tories by  any  specified  limit  on  the  number  of  licenses  or 
a required  distance  between  operations.  The  implication 
is  that  the  business  of  horse  and  dog  racing  was  considered 
to  be  like  other  retail  outlets,  once  legalised.  That  is, 
once  a county  voted  to  allow  pari-mutuel  wagering,  only 
the  laws  of  economics  regulated  the  number  of  operations. 

The  racing  industry  responded  immediately  with  six 
dog  tracks  and  three  horse  tracks  conducting  pari-mutuel 
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wagering  the  first  racing  season.  Total  attendance  at 
the  dog  tracha  was  870,392  with  a total  handle  of  $7,915,275 
for  399  racing  days  or  an  average  handle  of  S9.09  per  per- 
son in  attendance.^®  Total  attendance  at  the  horse  tracks 
was  286,769  with  a total  handle  of  $9,450,149  for  83  racing 
days  or  an  average  handle  of  $32.95  per  person  in  attendance. 
In  1935  Jai-alai  or  pelota  was  authorlied  and  the  reporting 
reguirenents  and  tax  rates  were  identical  to  the  greyhound 
statute. By  the  1935-36  racing  season  one  jai-alai 
fronton  was  in  full  operation.  It  had  an  attendance  of 
94,958  with  an  average  handle  of  $3.09  per  person  in 
attendance  and  $3,499  handle  per  racing  day. 

Two  other  types  of  horse  racing  have  also  appeared. 


Quarter  horse  racing,  authorized  in  1949,  did  not  becom 
operative  in  Florida  until  1971  with  the  opening  of  Gat 
Downs  Racing,  Inc.  In  1951,  harness  racing  with  pari- 
mutuel wagering  was  authorized  In  Florida. The  first 
season  of  harness  racing  was  1952-53  when  Ponce  de  Leon 


Raceway,  Inc.,  ran  for  35  days.  Their  next  season  was 
1959-59  and  Florida  has  had  harness  racing  every  season 


^®See  Tables  Appendix  B for  annual  data  on  Florida 
pari-mutuel  operations. 

^^Chapter  17074,  Laws  of  Florida  (1935). 

^^Chapter  264BS,  Laws  of  Florida  119511. 


thereafter.  Florida’s  harness  racing  industry  is  charae- 
texired  by  small  handles  and  attendance.  Survey  of  the 
fimia'  aooounting  statements  indicates  that  profitability 
ie  marginal  and  the  interraittant  operation  of  some  firms 
is  clearly  understandable.  Consequently.  Florida's  harness 
operations  stand  in  stark  contrast  to  the  highly  successful 
and  popular  operations  in  New  Fork  and  Illinois.  The  explana- 
tion is  found  in  the  statutory  grant  of  exclusive  territories 
that  occurred  in  1947;  harness  operations  were  precluded 
from  Florida’s  more  profitable  markets  by  their  late  arrival 

cwring  this  time,  the  thoroughbred,  dog  and  jai-alai 
operators  had  reason  to  be  more  optimistic.  By  the  1949-50 
season  the  number  of  pari-mutuel  operations  had  grown  to 
18.^3  There  were  13  greyhound  operations  running  1,117 
racing  days  and  attracting  an  attendance  of  2,931,069  and  a 
pari-mutuel  handle  of  580,241,355.  There  were  four  horse 
racing  operations  running  170  days  and  attracting  an  attend- 
ance of  1,319,019  and  a pari-mutuel  handle  cf  594,740,160. 

The  one  jai-alai  fronton  operated  90  days  attracting  an 
attendance  of  208,834  and  a handle  of  53,961,343. 

Since  1950,  the  growth  in  Florida’s  paxi-motusl  opera- 
tions has  taken  place  primarily  in  the  number  of  jai-alai 


Tables  Appendix  B. 
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frontons  because  statutory  requirements  of  nlniJDUiii  mileage 
between  dog  and  horse  tracks  limited  expansion  of  those 
operations.  By  the  1970-71  season  the  number  of  jai-alai 
frontons  had  increased  to  six  with  three  additional  frontons 
scheduled  for  opening  by  the  summer  of  1974 . During  the 
1970-71  season  the  Florida  pari-mutuel  industry  was  composed 
of  six  thoroughbred  tracks,  two  harness  tracks,  one  quarter 
horse  track,  and  seventeen  greyhound  tracks  in  addition  to 
the  six  frontons  mentioned  above.  Handle  and  paid  attendance 
had  grown  significantly  to  9770,550,630  and  11,737,046  for 
the  entire  industry.  These  1970-71  handle  and  attendance 
statistics  represent  gains  of  1264  and  0St  respectively  over 
the  Florida  pari-mutuel  season  of  1960-61.  These  gains  are 
primarily  the  result  of  an  increasing  statewide  demand  for 
pari-mutuel  wagering  opportunities  as  a result  of  Florida's 

In  addition  to  major  implementing  legislation  in 
the  1930's,there  have  been  numerous  small  changes  in  the 
pari-mutuel  statutes.  In  fact,  there  has  baen  some  change 
in  the  pari-mutuel  statute  out  of  every  regular  session  of 
the  Florida  Legislature  since  1931.  The  history  of  statutory 
changes  in  the  regulatory  features  of  the  Florida  pari-mutuel 

political  economics  of  regulating  Florida’s  pari-mutuel 
industry. 


since  Florida's  population  is  not  uniformly  distrib- 
uted, a system  for  allocation  of  limited  licenses  based  on 
equal  geographic  areas  will  surely  lead  to  the  granting  of 
dlssiioilar  privileges  and  a less  than  optionira  location  for 
those  limited  licenses.  The  grandfather  clause  for  existing 
firms  further  reduces  any  semblance  of  efficiency  or  optimisa- 
tion from  the  allocation  scheme.  In  addition,  in  subsequent 
years  as  Florida’s  population  has  doubled,  there  has  bsen  no 
attempt  to  redefine  the  exclusive  territories  according  to 
scene  systematic  program.  Consequently,  these  statutorily 
created  monopolies  appear  to  be  special  interest  legislation 
generated  to  provide  protective  barriers  to  competition  for 
existing  firms. 


Beginning  with  the  original  law  in  1931,  racing 
seasons  for  pari-mutuel  operations  have  been  set  by  statute. 
The  horse  racing  season  has  changed  little  until  recent 


THOROUGHBRED  RACING  SEASONS 
Year  of  Legislative 

Change  in  Horse  New  Winter  Horse  New  sunsner  Horse 

Racing  Season Racing  Season Racing  Season 

1931  December  1-April  1 -BA- 

1935  December  10-April  10  -NA- 

1945  December  1-April  10  -BA- 

1965  December  1-April  10  June  1 - November  1 

1969  December  1-May  5 June  1 - November  1 


sr;sr.sEpE'SE.s 
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parts  of  Florida  (where  the  tourist  and  recreational  demands 
are  highest  in  the  summer) , and  the  growing  importance  of 
the  summer  tourist  season  in  the  southern  part  of  the  State. 
Whether  the  changes  in  the  racing  seasons  have  come  about 
at  the  initiation  of  the  industry  or  result  from  optimum 
State  policy  is  not  clear.  Certainly,  the  changes  in  racing 
seasons  have  been  in  the  direction  of  increasing  the  length 
of  the  season  and  increasing  the  number  of  operations,  a 
direction  that  could  be  profitable  to  both  the  State  and 
the  industry.  The  detailed  racing  seasons  and  the  lack  of 
obvious  reasons  for  them  indicate  that  the  industry  had 
determined  a special  niche  that  could  be  exploited  given  a 
different  racing  season.  This  special  season  was  sought 
out  and  obtained  by  the  industry  without  seeking  the  more 
obvious  solution  of  an  open  season. 

Setting  Pacing  Dates 

The  original  pari-mutuel  law  passed  in  1931  assigned 
to  the  State  Racing  Commission  the  responsibility  of  fixing 
and  setting  dates  for  Individual  operators  within  the  indus- 
try's racing  season.  The  authority  did  not,  however,  allow 
the  Ccramission  to  set  racing  dates  in  any  county  where  there 
is  not  more  than  one  horsetrack  or  more  than  one  dogtrack. 
The  Conroission  still  sets  dates  for  counties  with  multiple 
greyhound  and  jai-alai  operations  but  not  horse  operations. 


In  ISiP.  the  Legislature  found  that  the  discretionary 
powers  of  the  State  Racing  Commission  to  change,  alter,  and 
vary  the  periods  of  operation  among  race  tracks  as  it  may 
eee  fit,  was  an  unsound  and  unwise  policy.  Thereupon,  it 
was  declared  to  be  the  policy  of  the  State  of  Florida  to 
limit  the  powers  of  the  State  Racing  Ccmmission  in  allocating 
dates  to  the  horse  tracks.  Three  forty  day  periods  of 
operation  were  established  within  the  120  day  winter  racing 
season  and  the  periods  were  allocated  on  the  basis  of  idiich 
track  produced  the  greatest  amount  of  revenue  during  the 
preceding  year  with  each  track  making  its  own  selection  of 
racing  periods. 

This  legislation  has  interesting  implications  about 
the  demand  for  legislation.  The  legislation  was  developed 
for  the  three  thoroughbred  tracks  operating  in  the  greater 
Miami  area.  Since  the  significant  seasonal  pattern  in 
demand  fox  pari-mutuel  wagering  opportunities  has  profound 
effects  upon  levels  of  profit  of  these  three  firms,  the  new 
law  was  apparently  passed  to  eliminate  prior  abuses,  In 
the  two  non-war  years  immediately  preceedlng  the  new  law, 
Hialeah  Race  Course.  Inc.  operated  during  the  prime  days  and 
their  pari-mutuel  handle  ranged  from  75  to  100  percent  higher 
than  the  other  two  firms.  Although  the  stated  reason  for  the 
new  law  was  to  limit  the  discretionary  power  of  the 
Sion  and  presumably  cure  prior  abuses,  the  wording  c 


Disposition  of 


Monies 


Since  the  first  pari-itutael  tax  levied  by  Kentucky 
in  1906,  the  disposition  of  state  pari-mutuel  tax  dollars 
has  played  a role  in  the  progress  of  the  pari-mutuel 
industry.  In  Oregon,  for  example,  the  legalization  of 
pari-mutuel  wagering  was  in  doubt  until  it  was  decided  to 
split  the  resulting  tax  revenue  among  the  counties.  In 
Florida,  the  original  pari-mutuel  law  split  the  net  tax 
revenues  among  the  counties  with  each  county  sharing  equally, 
regardless  of  county  population  or  any  other  factor.  In 
1941,  an  additional  tax  of  five  percent  of  total  contribu- 
tions to  the  pari-mutuel  was  imposed  on  the  horse  racing 
pools  and  was  paid  to  the  State  Treasurer  for  deposit  in 
the  old  age  assistance  trust  fund.^®  Likewise,  In  1945,  an 
additional  two  percent  tax  was  placed  on  greyhound  and  jal- 
alai  pari-mutuel  pools  for  old  age  aseistance. In  19S5, 
the  greyhound  tax  was  increased  an  additional  two  percent, 
the  proceeds  going  to  old  age  assistance.  The  funds  pre- 
viously going  to  old  age  assistance  started  going  to  general 
revenue  in  the  late  fifties  because  of  a change  in  the  funding 
procedure.  In  1971,  the  Florida  Legislature  decided  that 
the  funds  that  were  being  shared  equally  among  counties  were 


^®Chapter  20306,  Laws  of  Florida  C1941) . 
19chapter  22589,  Laws  of  Florida  (1945). 


and  the  State  took  fifty  percent  of  the  breaks.  In  1J55, 
legislation  was  passed  that  gave  each  greyhound  operator  a 
S170  allowance  per  race  but  the  State  took  an  additional 
2/11  of  the  pari-mutuel  comiriission  and  the  final  fifty  per- 
cent of  the  breaks. 

In  thoroughbred  legislation  there  have  been  three 
changes.  In  1941.  the  pari-mutuel  commission  was  increased 
five  percent  for  old  age  assistance  and  imposed  a iOO  per- 
cent breaks  tax.  In  both  1969  and  1971.  the  pari-mutuel 
commission  was  increased  one  percent  with  the  increases  plus 
1/2  of  one  percent  going  to  the  operatore  earmarked  for 
purse  reguirements. 

The  history  of  these  changes  is  depicted  in  Table  4- 
Other  than  the  changes  in  the  breaks  tax,  increases  in 
state  tax  rates  have  been  financed  by  increasing  the  pari- 
mutuel eonmission  rather  than  decreasing  the  operators' 
share.  This  is  particularly  unusual  in  view  of  Florida's 
rapid  population  growth  and  the  restriction  on  new  licenses. 
The  one  exception  followed  a series  of  events  that  injected 
the  subject  of  greyhound  tax  rates  into  the  race  for 
Governor  in  1952.  Briefly,  that  sequence  of  events  included 
two  bribe  attempts  on  State  legislators,  one  of  whom  IBrailey 
Odham)  decided  to  run  for  Governor  in  1952.  Odham  recommended 
an  increase  in  the  tax  on  greyhounds,  making  the  issue  so 
visible  that  Dsn  McCarty,  the  eventual  winner  of  the  race, 
adopted  a similar  campaign  plank.  A graduated  tax  rate  was 
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ijnposed  by  the  Legislature  in  1953.^^  h case  was 
reached  the  Florida  Supreme  Court  and  on  July  1,  1954  the 
court  ruled  the  new  tax  to  be  unconstitutional.  The  Legis- 
lature then  increased  the  State's  share  of  the  pari-mutuel 
commission  by  2/17  to  7/17  of  the  commission  and  increased 
the  breaks  tax  to  100  percent.  The  legislation  also 
included  a 5170  allowance  per  race  in  an  expressed  effort 
to  help  the  small  greyhound  tracks. 

The  per  race  allowance  is  effectively  a fixed  cost 
consideration  that  assists  the  tracks  where  handles  are 
relatively  small.  Based  on  State  fiscal  year  1954-55,  five 
of  the  fifteen  greyhound  tracks  in  operation  would  have 
received  more  revenues  under  the  new  law.  These  were  the 
small  handle  operations  with  less  than  54  million  annual 
handle.  Above  that  break-even  point  the  remaining  ten 
firms  lost  money  under  the  new  law,  with  the  largest 
(Biscayne  Kennel  Club}  losing  about  $330,000  in  annual 


Local  Referendum  Requirements 

The  original  1931  pari-mutuel  law  required  the  holder 
of  any  permit  to  submit  to  the  electors  of  the  county  of 
permit  location  the  question  of  whether  or  not  said  permit 


I,  Laws  of  Florida  11953). 


shall  bs  ratified  or  rejected  and  each  pemit  covering  each 
track  shall  be  voted  upon  separately.  This  requirement, 
in  effect,  gave  the  electorate  of  the  counties  the  right 
to  decide  whether  or  not  they  wanted  pari-mutuel  wagering 
and  if  so  what  kind,  and  how  many.  In  the  1935  jai-alai 
legislation  the  referendum  requirement  was  waived  in  any 
county  where  previous  elections  had  voted  in  favor  of  more 


Since  ratification  by  referendum  occurs  after  the 
permit  is  granted,  electors  in  sene  counties  have  no  voice 
whether  or  not  pari-mutuel  operations  can  be  in  their  county. 
This  results  from  the  requirement  of  minimum  mileage  between 
firms  and  the  location  of  existing  firms.  It  is  also 
possible  under  current  circumstances  that  a county  could 
have  a jai-alai  fronton  but  not  a greyhound  or  horsetrack. 


Purse  Requirements 

The  first  pari-mutuel  laws  of  the  State  of  Florida 
left  the  subject  of  stakes,  purse  and  prises  unaddressed. 

As  such  it  was  implied  that  the  track  operator  would  meet 
those  expenses  out  of  his  operating  revenues  and  set  his 
purses  and  prises  at  levels  that  would  maximise  his  profit. 
While  greyhound  purses  and  prises  and  jai-alai  players' 
salaries  and  bonus  are  still  unaddressed  in  the  statutes, 
recent  years  have  seen  legislation  in  the  area  of  horse 
racing  purses.  In  1953,  the  l.egislature  voted  a Florida 
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for  each  Florida  breeder  winning  a race.^^ 

In  1963,  it  was  also  provided  that  fifty  percent  of  the 
breaks  tax  on  horse  track  pari-mutuel  pools  go  to  the 
Florida  horse  racing  promotion  fund.^^  The  announced  reason 
for  the  creation  of  the  promotions  fund  was  to  attract  or 
"keep"  better  horses  from  Maryland  and  New  York,  and  there- 
fore attract  more  attendance  and  wagering.  In  1965,  it  was 
provided  that  fifty  percent  of  the  breaks  on  pari-mutuel 
pools  of  harness  tracks  would  go  to  the  Florida  harness 
racing  promotion  trust  fund  and  to  supplement  prizes  at 
harness  tracks. In  1969,  the  legislature  provided  that 
the  minimum  purse  for  winter  horse  racing  shall  be  $2, BOD 
and  that  one  percent  of  the  pari-mutuel  pool,  financed  by 
a one  percent  increase  in  the  pari-mutuel  commmission  to  16 
percent,  shall  be  distributed  among  horsemen. .Mso  in 
1969,  a common  purse  pool  for  winter  racing  was  established. 
In  1971,  the  pari-mutuel  commission  was  increased  an  addi- 
tional one  percent  to  17  percent  to  be  earmarked  for  Florida 
Breeders  Awards  and  night  purses.^® 


^’chapter  63-161,  Laws  of  Florida  11963). 
^^Chapter  63-314,  Laws  of  Florida  (1963). 
^Schapter  65-381,  Laws  of  Florida  (1965). 
**Chapter  69-14,  Laws  of  Florida  (1969). 
^^Chapter  69-86,  Laws  of  Florida  (1969). 
2®chapter  71-146,  Laws  of  Florida  (1971). 


of  specific  purse  requirements 


in  the  statutes  raises  questions  about  the  degree  to  which 
the  state  should  become  involved  in  detailed  regulation  of 
the  pari-mutuel  industry.  Is  it  in  the  state's  best 
interest  to  earmark  revenue  sources  for  purses  or  is  this 
a cost  and  decision  responsibility  of  the  individual  opera- 
tor? These  pieces  of  legislation  appear  to  be  nothing  more 
than  a way  for  the  operators  to  obtain  a larger  share  of  the 
handle.  Coincidentally,  the  legislation  creates  an  unman- 
agable  situation  from  a regulatory  point-of-view  with  the 
funding  and  responsibility  so  fragmented  that  a view  of  the 
overall  problem  is  obscured. 


CHAPTER  IV 

ECONOMIC  ANALYSIS  FOR 
REGULATORY  DECISION-MAKING 


In  order  to  laeke  the  informed  judgments  necessary 

necessary  to  conduct  an  investigation  of  the  economic 
characteristics  of  the  pari-mutuel  industry.  The  deter- 
minants of  revenue  from  pari-mutuel  wagering  will  be 
estimated  in  order  that  we  may  draw  conclusions  regarding 
the  proper  location  of  the  limited  number  of  licenses. 
Next,  the  coat  structure  will  be  examined  to  determine  the 

gories.  The  nature  of  the  cost  structure  has  implications 
tor  the  selection  of  a profitability  measure,  and  needs  to 


be  taken  into  account  when  determining  the  optimal  tax 
schedule.  Since  the  level  of  profitability  of  the  various 
pari-mutuel  firms  is  of  prime  importance  to  any  regulatory 
effort,  the  measurement  of  profitability  Is  an  important 
regulatory  problem.  Two  alternative  measures  of  profitability 
will  be  compared  for  use  in  the  recwnmended  regulatory  pro- 
gram. Then  the  factor  markets  will  be  discussed  in  terms  of 


regulation  of  ownership  patterns  and  other  financial  rela- 
tionships of  the  regulated  firm.  The  multi-product  charac- 
teristics of  the  industry  will  also  be  examined  in  recognition 


of  the  pxoblero  presented  tiy  the  taxation  of  a single  pro- 
duct in  a multi-product  fina. 

Revenue  Analysis 

The  determinants  of  firm  revenue  from  pari-mutuel 
wagering  have  important  implications  for  regulatory  policy. 
These  implications  should  affect  the  determination  of 
licensing  procedures  and  license  structure,  particularly 
in  regard  to  the  number  and  location  of  pari-mutuel  plants. 

In  similar  fashion,  the  determinants  of  firm  revenue  from 
pari-mutuel  wagering  are  important  considerations  in  the 
determination  of  appropriate  tax  schedules.  The  revenue 
analysis  that  follows  takes  average  handle  per  performance 
as  the  dependent  variable  rather  than  total  annual  handle 
because  of  the  variation  in  the  number  of  performances  per 
year.  Since  states  prescribe  racing  seasons  of  different 
lengths,  the  use  of  annual  data  would  reflect  this  statutory 
constraint.  The  use  of  average  daily  handle  minimises  this 
problem. 

Analysis  of  revenue  from  pari-mutuel  wagering  was 
conducted  by  cross-section  regression  analysis  of  average 
handle  per  performance  and  the  factors  that  should,  on  an 
a priori  basis,  affect  the  amount  of  wagering  per  performance. 
These  factors,  such  as  population,  average  personal  income, 
and  tourist  counts,  are  usually  the  basic  determinants  of 


pari-mutuel  firms.  These  factors 


personal  income  is  a significant  deteriainant  of  the  varia- 
tion in  handle  among  U.  S.  harness  raoing  firms.  Population 
is  also  concluded  to  be  a significant  detemifiant  of  varia- 
tion in  handle  among  harness  racing  firms. 


Florida  Thoroughbred  D 


Estimation  of  the  determinants  of  handle  at  thorough- 
bred operations  in  Florida  is  complioated  by  the  fact  that 
four  of  the  five  ongoing  firms  share  the  same  geographic 
market.  The  greater  Miami  area  is  served  by  Caider  Pace 
Course,  Ino. : Gulfstreara  Park  Raoing  Association.  Inc.j 
Hialeah  Race  Course,  Inc.;  and  Tropical  Park,  Inc.  The 
fifth  track,  Florida  Downs  and  Turf  Club,  Inc.,  serves  the 
greater  Tampa  Bay  area.  The  four  firms  sharing  the  market 
in  the  greater  Miami  area  do  so  by  operating  non-overlapping 
seasons.  Caider  conduots  races  during  the  relatively  new 
"summer  racing  season"  of  120  days,  exclusively  of  Sundays, 
beginning  on  or  after  May  6,  and  ending  on  or  before 
November  12  of  each  year.  The  "winter  racing  season"  of 
120  consecutive  racing  days,  exclusive  of  Sundays,  beginning 
December  1,  of  each  year  is  shared  in  forty  racing  day  blocks 
by  Gulfstream,  Hialeah,  and  Tropical. 

Prior  to  the  1971-72  winter  racing  season  the  choice 
of  days  went  to  the  track  that  produced  the  moat  handle  in 
the  preceding  racing  season.  Since  there  is  a significant 


seasonal  pattern  due  to  the  influx  of  winter  visitors  during 
January  and  February/  Hialeah  Race  Course/  which  started  cut 
with  the  prime  days,  retained  them  season  after  season.  In 
1971,  the  Florida  Supreme  Court  ruled  that  the  law  directing 
the  aforesaid  method  of  allocating  racing  days  was  unconsti- 
tutional. The  Court  ordered  that  the  priine  racing  days  be 
rotated  on  an  annual  basis  between  Hialeah  and  Gulfstream, 
the  two  trades  that  the  Court  held  could  produce  equivalent 

This  Court-ordered  switching  of  days  provides  insight 
into  a feature  of  the  regulatory  problem.  Is  the  pari-mutuel 
handle  an  appropriate  base  for  the  measure  of  privilege 
granted  by  the  State?  Prior  analysis  would  Indicate  that 
the  amount  of  handle  at  a given  location  is  primarily  the 
result  of  specific  econcmiic  forces  on  the  demand  side  of 
the  market,  not  differences  on  the  supply  side.  If  this 
proposition  is  accepted,  handle  would  serve  as  an  appropriate 
measure  of  the  privilege  granted  by  the  State. 

The  Court-ordered  switching  of  days  between  Hialeah 
and  Gulfstream  provides  a test  of  this  proposition  (see 
Table  5).  These  virtually  offsetting  percentages  support 
the  argument  that  it  is  not  Gulfstream  or  Hialeah  that  is 
the  primary  determinant  of  handle,  but  the  specific  economic 
forces  in  the  market.  In  this  case,  the  seasonal  differences 
in  demand  are  significant)  as  in  similar  fashion,  the  mar- 
ket differences  in  population  and  average  personal  income 
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Results  from  estimation  of  that  model  with  annual 
cross'section  data  from  Florida's  seventeen  greyhound  opera- 
tions are  shown  in  Table  6.  These  results  suggest  that 
county  population  and  the  two  dummy  variables  are  signifi- 
cant, income  per  capita  insignificant  and  the  overall 
explanatory  power  of  the  model  satisfactory. 

The  greyhound  demand  equations  exhibit  a significant 
level  of  multicollinearity  as  indicated  by  the  cbi-squared 
test  developed  by  Efaitovsky,  but  not  the  chi-squared  test 
developed  by  Farrar  and  Glauber.  Inspection  of  the  partial 
correlation  coefficients  supports  the  Haitovsky  test  because 
of  the  interaction  among  population,  personal  income  per 
capita,  and  tourist  counts.  Inspection  of  the  t-statistic 
developed  by  Farrar  and  Glauber  indioates  that  the  only 
significant  problem  with  muiticollinearity  is  between  the 
population  and  tourist  variables. 

Dse  of  the  tourist-count  variable  in  the  origihal 
specification  was  justified  on  the  basis  that  it  was  an 
important  policy  variable  to  Florida  and  an  appropriate 
independent  determinant  of  demand  for  pari-mutuel  wagering 
opportunities.  All  greyhound  operators,  except  those  in 
Dade  County,  are  free  to  set  their  racing  dates,  since  the 
dates  always  coincide  with  the  peak  of  the  local  tourist 
season,  either  winter  or  summer,  the  significance  of  tourism 
is  without  question.  Its  measurement  is  the  problem.  Since 


the  tourist  counts  are  significantly  correlated  to  resident 
population,  the  coefficient  of  the  population  term  In  a re- 
specified equation  can  be  interpreted  as  representing  the 
combined  effects  of  both  population  and  tourists. 

To  explore  the  effects  of  the  multicollinearity  prob- 
lem the  tourist-count  variable  was  deleted  from  the  model. 
The  population  and  per  capita  personal-income  variables 
then  exhibited  significant  multicollinearity  and  the  per 
capita  personal-income  variable  was  also  deleted  from  the 
model.  The  resulting  estimates,  as  well  as  the  original 


estimates  are  shown  in  Table  6. 

The  results  in  Table  6 indicate  that  we  have  now 
dropped  two  variables  from  the  model  without  substantially 
altering  the  relative  values  of  the  estimated  coefficients 
of  the  remaining  variables  nor  tbeir  statistical  significance. 
Likewise,  we  have  not  substantially  reduced  the  adjusted 
coefficient  of  determination.  In  fact,  the  greatest  drop 
occurred  in  the  1970  estimation  in  which  the  adjusted  coef- 
ficient of  determination  dropped  .0442,  from  .9395  in  the 
original  model  to  .7953  in  the  abbreviated  model. 

Despite  the  problems  of  multicollinearity,  it  can 
be  concluded  at  this  time  that  the  overall  explanatory  power 
of  the  model  is  sufficient  to  indicate  that  handle  is  an 
appropriate  base  for  the  pari-mutuel  tax.  The  appropriate- 


handle  is  primarily 
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detemined  by  demand  rathei  than  supply  characteristics. 
Therefore  the  handle  at  a ^iven  location  reflects  and 
measures  prlioarily  the  privilege  granted  by  the  State  rather 
than  differences  in  laanagement  effectiveness,  which  should 
be  rewarded  according  to  its  value  as  a factor  of  production. 

Average  personal  income  was  statistically  insignifi- 
cant in  each  estimation  with  our  first  two  models  and  when 
dropped  from  the  list  of  explanatory  variables,  had  little 
effect  upon  the  values  of  the  estimated  coefficients  of  the 
remaining  variables  or  their  significance.  An  effort  was 
made  to  see  if  average  personal  income  could  explain  any  of 
the  variance  in  average  handle  per  attendant.  The  results 
were  insignificant. 

The  insignificance  of  average  personal  income  in 
explaining  variations  in  average  wagers  is  further  justifica- 
tion for  concluding  that  average  personal  income  is  not  a 
significant  determinant  of  handle.  This  use  of  "prior 
information"  justifies  use  of  the  abbreviated  form  of  our 
revenue  model  in  which  the  population  variable  (a  surrogate 
for  the  independent  effects  of  resident  population  and 
tourists)  is  statistically  significant  and  is  ta)ten  to  be 
the  primary  determinant  of  handle  at  greyhound  operations. 

The  conclusion  that  population  is  the  primary  deter- 
minant of  revenue  from  greyhound  wagering  operations  has 
important  implications  for  State  policy.  Host  obvious  are 
the  implications  about  the  number  and  location  of  greyhound 
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tracing  plants  as  well  as  the  need  to  take  into  account  popu- 
lation growth.  Population's  role  in  the  demand  for  pari- 
mutuel wagering  has  an  effect  on  the  demand  for  regulatory 
legislation  as  well.  In  Chapter  II  it  was  determined  that 
excluaive  territorial  rights  existed  in  the  more  populous 
states  and  that  the  value  of  these  rights,  being  greater  in 
these  states,  were  causally  related.  In  a temporal  view  it 
is  likely  that  significant  pcpulation  changes  have  occurred 
in  the  market  area  of  some  existing  licenses  increasing  the 
value  of  those  rights  significantly. 

The  tourist  variable  is  a significant  policy  variable 
for  tax  policy,  and  a measure  of  the  independent  effect  cf 
tourism  is  an  important  State  consideration.  In  an  attempt 
to  estimate  the  independent  effect  of  tourism  on  the  demand 
far  pari-mutuel  wagering,  the  sample  of  Florida  counties  was 
split  by  selecting  e sub-group  in  which  the  tourist  count 
was  not  correlated  with  the  population  count.  Handle  per 
performance  was  then  regressed  on  population  and  tourist 
count.  The  results  indicate  that  we  have  lost  all  the 
explanatory  power  of  our  model.  These  results  indicate 
that  the  multicollinearity  between  population  and  tourism 
is  a atructural  problem  rather  than  a sample  problem. 

Cross-section  data  from  Florida  counties  and  the 
six  Florida  jai-alai  operations  were  fit  to  the  following 
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The  explanatory  variable  data  used  in  the  jai-alai 
analysis  does  not  exhibit  significant  multicollinearity  as 
indicated  by  the  chi-squared  test  due  to  Haitovsky  and  the 
three-stage  test  for  existence,  location  and  pattern  of 
multl-collinearity  due  to  Farrar  and  Glauber.  The  stability 
of  (population  coefficient)  and  the  adjusted  coefficient 
of  determination  upon  deletion  of  per  capita  personal 
income  and  the  tourist  count  confirm  this  conclusion. 

The  results  in  Table  7 indicate  that  county  popula- 
tion is  a significant  determinant  of  handle  per  jai-alai 
performance.  The  tourist  destination  count  and  per  capita 
personal  income  are  statistically  insignificant.  The  over- 
all explanatory  power  of  the  model  is  significant  as  indi- 
cated by  the  adjusted  coefficients  of  detsrmination.  This 
holds  true  when  average  personal  income  and  tourist  destina- 
tion count  are  dropped  from  the  model. 

These  conclusions  have  the  same  implications  for 
state  policy  as  similar  conclusions  for  greyhound  wagering 
opportunities.  First,  the  overall  explanatory  power  of  the 
model  justifies  use  of  handle  as  a measure  of  the  privilege 
granted  by  the  State.  Second,  the  significance  of  popula- 
tion has  strong  implications  about  the  number  and  location 
of  jai-aiai  plants  and  the  need  for  an  appropriate  growth 
policy. 

The  foregoing  analysis  leads  to  several  conclusions 
about  the  determinants  of  handle  at  various  pari-mutuel 


operations . 


1.  Population  is  a significant  detarminant  of  the 
handle  at  various  thoroughbred,  harness,  grey- 
hound and  jai-alsl  locations. 

2.  Average  personal  income  is  a significant  deter- 
minant of  handle  at  thoroughbred  and  harness 
racing  locations,  but  not  at  greyhound  and  jai- 
alai  operations.  (These  results  suggest  that 
greyhound  racing  and  jai-alai  are  "working  man's 
sport"  while  thoroughbred  and  harness  racing  are 
■rich  man's  sport."  The  real  average  wagers 
shown  in  Graph  1 support  this  observation.) 

3.  The  handle  at  various  pari-mutuel  operations 
is  primarily  a result  of  specific  economic 
factors.  These  factors  explain  most  of  the 
variation  in  handle  among  firms.  Consequently, 
handle  is  an  appropriate  base  for  the  pari- 
mutuel tax. 

Cost  Analysis 

The  cost  structure  of  a pari-mutuel  firm  is  of  par- 
ticular Importance  to  economists  and  regulators  for  it  gives 
insights  into  the  natxire  of  the  operation  and  whether  or  not 
economies  of  scale  exist.  Once  determined,  the  coat  struc- 
ture indicates  appropriate  regulatory  measures  and,  corres- 
pondingly, the  determination  of  appropriate  tax  levels  and 
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after  year.  The  wage  and  salary  bill  to  Florida's  greyhound 
operators  exhibited  statlatically  significant  economies  of 
scale  as  indicated  by  a significant  positive  intercept. 
Intercept  estimates  for  each  of  the  other  categories  were 
always  positive,  except  for  1964  and  1965  depreciation 
charges  [See  Tables  Appendix  D) . These  positive  intercept 
estimates  were  significant  six  of  twenty-eight  tines. 
Greyhound  total  cost  would  be  expected  to  exhibit  these 
sane  characteristics  in  its  relation  to  handle.  Regression 


of  total  cost  on  handle  yields  positive  intercept  e 
in  each  of  ten  years.  They  are  statistically  significant 
at  the  959  confidence  level  in  seven  of  those  years.  These 
simple  linear  regression  estimates  of  cost  for  the  repre- 
sentative year  1971  were  divided  by  handle  to  derive  e 
of  the  average  cost  curves  shown  in  Graph  2. 

It  is  interesting  to  note  that  the  source  of  the 
economies  of  scale  indicated  by  the  cost  analysis  of  the 
greyhound  operations  is  not  depreciation.  The  source  of 
the  three  other  cost  categories;  wages 


and  salaries,  other  operating  expenses,  and,  to  some  degree, 
purses.  This  would  indicate  that  greyhound  racing  opera- 
tions are  "labor  intensive"  rather  than  capital  intensive. 
Likewise,  the  cost  structure  can  be  characterized  as  pre- 
dominantly "variable  costs"  rather  than  "fixed  costs"  on  the 
basis  that  most  expenditures  do  not  represent  sunk  costs. 
These  results  have  two  important  implications.  First,  the 


FLORIDA  GREYHOUND  OPERATIONS 
1971  AVERAGE  COST 


appropriate  tax  schedule  for  greyhound  racing  shculd  Include 
a graduated  rate  or  similar  feature  to  adjust  for  the 

1 large  handle  operations.  Second^  since  there 
a high  ratio  of  variable  to  fixed  costa  the  operating 
io  might  be  the  preferred  profitability  measure  rather 


Florida  Jai-Mal  Cost  Analysis 

Coat  analysis  of  the  six  jai-alai  frontons  in  opera- 
tion during  the  1962-1971  history  period  is  complicated  by 
small  degrees  of  freedom  problems  and  the  inconsistent 
accounting  treatment  of  depreciation  and  other  operating 
expense  resulting  from  the  existence  of  leased  facilities 
in  the  industry.  As  a result  the  analysis  will  consider 
three  categories:  wages  and  salaries,  players'  salaries 

and  bonuses  (purses),  and  total  cost.  If  rental  charges  are 
somewhat  commensurate  with  the  cost  of  owning  and  operating 
the  facilities,  the  procedure  should  be  acceptable.  These 
data  were  analysed  by  regressing  cost  on  handle  for  each 
cost  category  to  obtain  an  indication  of  whether  or  not 
economies  of  scale  exist  in  large  handle  operations. 
Economies  would  be  indicated  by  a significant  positive 
intercept. 

For  each  cost  category  the  regressions  indicated  a 
relationship  between  cost  and  handle  which  was  repeated  year 
after  year.  Intercept  estimates  were  positive  in  each  of 
ten  years  for  jai-alai  players'  salaries  and  bonuses,  and 
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seven  of  ten  were  stetisticslly  significant  at  the  95t  con- 
fidence level.  Intercept  estijriates  were  positive  for  each 
of  ten  years  for  jai-alai  wages  and  salaries  but  were 
statistically  insignificant  in  each  of  those  ten  years  (see 
Tables  Appendix  D) . Regression  results  on  total  cost 
indicate  that  the  intercept  estinate  was  never  significant 
and  yielded  negative  signs  in  three  of  ten  years.  The 
total  coat  results  for  the  representative  year  1971  were 
divided  by  handle  to  derive  estimates  of  the  average  cost 
curve  shown  in  Graph  3.  For  regulatory  policy,  Jai-alai 
operations  should  be  viewed  as  labor  intensive  operations 
with  insignificant  economies  of  scale.  The  tax  rate  should 
be  uniform  until  declining  average  cost  can  be  documented. 
Likewise,  a rats-of-return  measure  of  profitability  is 
likely  inappropriate  for  this  industry. 

Thoroughbred  Racing 

The  cost  structure  of  Florida's  four  ongoing  thorough- 
bred racing  operations  indicates  that  significant  economies 
of  larger  handle  operations  exist.  Average  total  cost  fol- 
lows a repetitive  annual  pattern  clearly  indicating  that 
average  cost  declines  with  increasing  handle.  These  results 
for  1962,  1966,  and  1970  expressed  in  real  terms,  are 
graphed  in  Graph  4 with  each  year's  data  plots  connected  by 
a solid  line.  The  nearly  coincident  plottings  indicate  that 
significant  economies  exist  in  larger  handle  operations  and 
that  significant  technological  change  did  not  occur  during 
the  history  period. 


Graph  3 
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Inspection  of  the  four  cost  categories  {salaries, 
purses,  depreciation,  and  other  operating  expenses],  indi- 
cates that  each  cost  category  in  the  thoroughbred  operations 
exhibits  a sijnilar  pattern  of  decreasing  average  cost  for 
increasing  handle  (see  Tables  in  Appendix  D).  During  the 
ten  year  history  period  the  annual  wage  and  salary  bill 
accounted  for  IS. 728  to  31.75%  of  total  annual  cost.  In 
1971,  this  was  equivalent  of  1.9Sd  to  2.97d  per  $1.00  of 
handle. 


The  annual  puree  expense  of  Florida's  thoroughbred 
operations  has  accounted  for  27.39%  to  50.12%  of  annual 
total  cost  during  the  1962-71  history  period.  In  1971,  this 
was  the  equivalent  of  a 4.35d  to  8.3Bd  per  dollar  of  handle 
cost  range.  The  annual  depreciation  charges  accounted  for 


4.30%  to  14.96%  of  I 
period.  In  1971,  ti 
cost  range  of  0.38d 

accounted  for  14.541 
history  period.  In 


:otal  annual  coat  during  the  history 
lis  was  the  equivalent  of  an  average 
to  1.89d  per  $1.00  handle. 

:t  category,  other  operating  expenses, 
to  38.59%  of  total  cost  for  the  1962-71 
1971,  this  represented  an  average  cost 


Suiwiarv  of  Pari-Mutuel 


For  cccnparisons  among  [ 
average  cost  distribution  and 


pari-mutuel  categories  Che 
the  average  cost  are  shown 


for  1971  in  the  following  tables. 


cost  levels  and  cost  distributions  anong  pari-autuel  cate- 
gories. It  can  be  concluded  from  the  above  evidence  that 
the  average  total  cost  in  greyhound  and  jai-alai  opera- 
tions is  about  the  same;  that  the  coat  of  purses  is  the 
primary  reason  that  thoroughbred  operations  are  more  costly 
than  greyhounds  and  jai-alai;  and  that  annual  depreciation 
charges  constitute  an  unusually  small  portion  of  total 

Frcoi  previous  analysis  it  can  also  be  concluded  that 
the  greyhound  and  thoroughbred  operations  exhibit  a variable 
cost  nature  and  economies  of  scale  in  large  handle  opera- 
tions. Jai-alai  operations  exhibit  characteristics  of 
strictly  variable  cost  operations  and  little  oc 


Profitability  Calculations 

Given  the  present  approach  to  regulation  and  taxa- 
tion of  the  pari-mutuel  industry  of  an  industry  wide  tax 
schedule,  the  regulator  needs  acceptable  measures  of  finan- 
cial performance  cf  peri-mutuel  operations.  Once  measures 
of  performance  are  obtained,  standards  can  be  develcped, 
and  tax  rates  determined. 

There  are  two  measures  typically  used  by  regulatcrs. 
The  xate-of-return  approach  is  used  in  public  utility  rate 
making  and  its  application  is  based  upon  the  firm  charac- 
teristics of  large  fixed  assets  and  economies  of  scale. 


The  operating  ratio  approach  to  measurement  is  typically 
applied  to  truck  rate  cases  where  the  firms  are  characterised 
by  relatively  small  investment  and  a high  ratio  of  variable 
to  fixed  costs.  The  rule  of  thumb  typically  employed  is 
that  if  investment  (assets)  turns  over  more  frequently  than 
once  a year  the  operating  ratio  approach  should  be  used,  if 
not  the  rate-of-return  approach  to  rate  making  should  be 
employed. 

For  purposes  of  this  analysis  both  an  operating  ratio 
and  a rate-of-return  calculation  were  made  for  each  firm  for 
each  of  the  ten  years  in  the  history  period.  The  operating 
ratio  was  defined  as  total  operating  expenses  (excluding 
interest)  divided  by  total  operating  revenues  (net  of  the 
state  tax) . Interest  is  handled  as  a return  to  capital 
because  of  the  significant  differences  in  financial  leverage 
among  firms.  The  rate-of-return  calculation  was  operating 
income  before  tax  plus  interest  divided  by  net  book  assets 
(adjusted  for  non-operating  invesonents) . The  results  of 
these  two  calculations  are  shown  in  Tables  10  and  11. 

Interestingly,  the  two  measures  of  profitability 
give  the  same  relative  results.  Jai-alai  operations  are 
shown  to  be  the  most  profitable,  greyhoimd  operations  the 
next  most  profitable,  and  thoroughbred  operations  the  least 


'Paul  Weiner,  "The  Use  of  the  Operating  Ratio — 
Revisited,"  Public  Utilities  Fortnightly  (August  5,  1971), 
p.  33  (as  interpreted  by  the  Florida  Public  Service 
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profitable.  Despite  the  similar  results,  one  of  these 
measures  should  be  chosen  as  the  preferred  method  and  appro- 
priate standards  developed. 

The  turnover  of  assets  in  the  Florida  pari-mutuel 
industry  is  generally  greater  than  one  in  each  of  the  major 
pari-mutuel  categories  of  thoroughbred  racing,  greyhound 
racing  and  jai-alai.  This  rule  of  thumb  alone  would  suggest 


that  the  operating  ratio  is  the  appropriate  measure  and  indi- 
cator for  regulation  of  the  pari-mutuel  industry.  In 
addition,  there  are  five  characteristics  of  the  pari-mutuel 
regulatory  problem  that  suggest  the  operating  ratio  approach. 

First,  pari-mutuel  regulation  is  conducted  by  use 
of  an  industry  wide  tax  schedule  so  that  all  firms  regard- 
less of  individual  characteristics  are  subject  to  the  same 
tax  schedule.  In  the  Florida  pari-mutuel  industry  we  have 
firms  of  all  different  ages  (for  example,  thoroughbred  track 
facilities  exist  which  were  begun  in  1931  and  as  recently 
constructed  as  1970] . Because  of  the  inflation  of  building 
costs  and  land  prices,  as  well  as  the  accumulation  of  depre- 


indicate  significantly  different  book  values  of  assets. 


able  for  firm  by  firm  regulation  becomes  less  appropriate 
for  development  of  an  industry  wide  tax  schedule. 


Second,  the  cost  analysis  in  this  study  indicates 
that  the  various  cost  components  in  each  pari-mutuel  cate- 
gory are  highly  correlated  with  handle.  This  indication 
of  high  variable  coats  supports  specific  knowledge  that 
plant  sizes  vary  according  to  the  handle  typically  expected 
at  the  various  locations.  Thus,  in  large  handle  locations 
fixed  costs  are  higher  than  in  the  small  handle  operations 
and  in  almost  a constant  ratio  of  inputs  that  allows  us  to 
treat  the  fixed  charges  of  depreciation  as  variable  with 
the  product. 

A third  feature  of  the  operating  ratio  approach  is 
its  relative  simplicity  which  should  facilitate  the  process 
of  lobbying  any  reform  issue  through  two  levels  of  regula- 

A fourth  feature  of  the  operating  ratio  measure  of 
profitability  that  suggests  it  is  superior  to  the  rate-of- 
return  approach  is  its  compatibility  with  incentives.  A 
rate-of-return  approach  to  regulation  of  pari-mutuel  firms, 
strictly  applied  and  frequently  updated,  would  eliminate 
the  incentive  for  management  efficiency  and  innovation. 

A fifth  feature  supporting  the  operating  ratio  over 
the  rate-of-return  approach  is  the  effect  on  accounting  data 
of  a transfer  in  ownership  of  a pari-mutuel  license. 

eluding  the  pari-mutuel  license.  The  total  purchase  price 
can  exceed  book  value  of  total  assets  for  several  reasons, 
the  most  important  of  which  Is  the  capitalization  of  future 


monopoly  profits, 
a uniform  asset  1 
if  some  firms  have  changed  hant 
is  not  necessarily  the  case  in 
detailed  accounting). 

There  are  some  problems 
a measure  of  profitability.  Tl 
accounting  system  can  result  ii 
For  example, 


Conseguentlyf  it  is  difficult  to  obtain 
le  for  tax  schedule  development  purposes 
1 others  have  not  (this 
!s  that  require  uniform 


.th  the  operating  ratio  as 
absence  of  a uniform  state 
lata  that  are  not  comparable, 
could  be  reported  on  a 
i of  uniform  accounting 
m be  distorted  by  the  firm's 


requirements.  Lilcewise,  cosi 
activities  in  the  factor  markets.  Since  these  are  data  and 
enforcement  problems  shared  by  both  profitability 
the  operating  ratio  appears  to  be  the  preferred  me 
the  case  of  the  pari-mutuel  industry  because  of  th 


Factor  Payments  And 
Multiproduct  Features 


Factor  Harleets 

The  factor  markets  in  the  retail  pari-mutuel  industry 
provide  an  interesting  challenge  to  the  regulatory  agency. 
Since  most  firms  operating  in  the  industry  are  relatively 
small  and  tightly-held,  the  problem  of  concealment  of  pro- 
fits by  distortion  of  costs  is  greater  than  with  a large, 
widely-held  public  utility.  Not  only  is  there  the  danger 
of  the  exaggeration  of  costs,  but  the  potential  exists  for 


6c»e  vertical  and  complinientary  conglcmerate  integration 
which  would  provide  a mechanisra  for  the  effective  overstate- 
ment of  coats.  A cursory  review  of  these  factor  markets 
should  provide  insight  into  some  of  the  potential  problems 
involved  and  provide  some  suggestions  for  regulatory  policy. 


Purses,  prites  and  bonuses 

In  the  market  for  horses,  dogs,  and  jai-alai  players 
we  find  chat  average  purses,  prizes,  and  bonuses  per  per- 
formance are  highly  correlated  with  handle  per  performance. 
Thie  is  a direct  result  of  current  industry  practice  which 
includes  paying  purees,  prizes  and  bonuses  according  to  the 
pari-mutuel  handle.  The  purse  structure  is  such  that 
larger  handle  operations  pay  the  largest  purses.  In  the 
greyhound  category  purses  have  been  in  the  range  of  2.0-2.2t 
of  the  handle,  approximately  a "share  of  the  gate"  proposi- 
tion. In  thoroughbred  racing  operations  similar  relationships 
exist  and  frequently  are  legislated.  In  jai-alai,  players 
receive  a monthly  salary  plus  additional  amounts  for  each 
win,  place  or  shew.  Additional  bonuses  are  paid  jai-alai 
players  based  on  total  handle  for  the  season. 

Since  we  have  previously  indicated  chat  variations 
in  hafidle  per  performance  are  explained  by  specific  economic 
factors  in  the  local  market,  why  should  purses,  prizes,  and 
bonuses  be  a function  of  handle?  Why  should  these  payments 
be  a variable  cost  depending  on  size  of  handle  per  performance 
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snd  not  a fixed  cost  per  race?  Certainly  if  a specific 
horse,  d09,  or  star  jai-alai  player  generates  higher 
attendance  and  handle  he  dees  have  a positive  marginal 
revenue  product  relative  to  other  participants.  The  rela- 
tively constant  ratio  of  purses,  prises,  and  bonuses  to 
handle  appears  unwarranted,  however,  in  view  of  the  revenue 
analysis  in  Chapter  IV. 

Visual  inspection  of  selected  data  on  daily  purses 
and  handle  indicates  a definite  weekly  pattern  with  Friday 
nights  and  Saturdays  the  largest.  Purses  follow  the  same 
pattern.  It  is  possible  that  some  purses  are  larger  than 
their  marginal  revenue  product  since  Friday  nights  and 
Saturdays  would  produce  the  largest  revenues  anyway. 
ceteris  paribus.  Inspection  of  data  on  individual  races 
indicates  a raoe-by-race  pattern  with  low  handles  on  the 
first  and  last  races,  high  handles  on  the  races  in  the 


middle  of  the  card  and  on  races  where  exotic  betting  is 
permitted.  These  observations  indicate  that  handle  per 
race  and  per  performance  follow  a predictable  pattern  and 
that  the  marginal  revenue  product  of  ‘tjuality’  animals  and 
players  might  he  fairly  small.  An  analysis  of  variance 
or  regression  analysis  should  be  conducted  to  confirm  these 


patterns  and  observations. 

If,  on  the  contrary,  the  higher  purses  ate  a net 
marginal  cost,  commissions  should  be  concerned  about  these 
arrangements  and  the  potential  abuses  they  indicate.  Steps 


to  cun  horses  in  races  at  the  sane  track.  There  are  a 
limited  number  of  buyers  in  this  market  as  a result  of 
state  restrictive  licensing  policy.  To  also  allow  these 
limited  buyers  to  participate  as  sellers  in  the  same  mar* 
ket  gives  undue  incentives  to  develop  barriers  to  competi- 
tion. The  degree  of  control  over  entry  could  range  from 
controlling  the  quality  of  stable  conditions  to  the  grouping 
of  horses  for  races.  The  degree  of  concentration  of  track 
:ket  should  be  of  interest 
an  Indication  of  the  extent 
s restricted.  This  vertical  integra- 
about  the  horse  ownership  and  race 
the  individual  tracks  when  it  is 
that  4S.04t  of  Florida  thoroughbred 
costs  are  in  purses.  A proper  concern  for  state  policy  is 
whether  or  not  to  allow  one  individual  to  hold  equity  posi- 
tions in  both  the  track  and  the  horses.  Likely/  a prudent 
state  policy  would  not  permit  such  vertical  integration. 

In  the  case  of  the  sharing  of  rents,  this  occurs 


operators  as  sellers 

tion  raises  questions 
patterns  developed  at 
recalled  from  Table  8 


when  vital  inputs  are  scarce  and  firm  operators  are 
receiving  monopoly  rents.  The  sharing  is  necessary  to  main- 
tain the  cartel  which  originally  took  advantage  of  a loca- 
tional monopoly  position.  Nationally,  this  warrants  con- 
sideration of  interstate  cooperation  to  prevent  the  dissipa- 
tion of  monopoly  profits  created  by  artificial 


purses,  prises,  and  bonuses  in  getting  quality  perfomances 
is  much  needed.  Second,  prudent  state  policy  would  likely 
prohibit  vertical  integration  in  the  industry.  Third,  the 
eannarking  of  funds  for  purses  is  a questionable  practice. 


Concession  operations  offer  an  opportunity  for  com- 
plementary conglomerata  integration  that  affords  a mechanism 
to  shift  profits  out  of  the  regulated  firm.  Pari-mutuel 
operators  can  enter  into  concession  contracts  with  "in-law* 
corporations.  This  is  particularly  easy  since  the  present 
structure  of  the  industry  with  small,  tightly-held  corpora- 
tions, low  visibility,  and  no  requirement  for  uniform 
accounting  practices  facilitates  the  development  of  conces- 
sion contracts  that  are  not  determined  c^petitively.  In 
the  same  way  that  appropriate  standards  have  been  developed 
to  deal  with  similar  regulatory  problems  in  the  public 
utility  industry,  appropriate  concession  standards  or  con- 
tract forms  can  be  developed  for  the  pari-mutuel  industry. 

Sslaries  and  returns  to  capital 

Another  regulatory  concern  is  the  potential  for  firms 
to  siphon  off  profits  into  executive  salaries  and  directors' 
fees.  In  small,  tightly-held  firms  returns  to  owners  of 
capital  are  usually  facilitated  by  either  salary  or  dividend 
payments.  Certainly,  some  of  the  salaries  paid  firm  officers 
from  Florida's  pari-mutuel  operations  for  a 105  day  season 


IpililiSiP" 


the  purchase  price  appearing  as  depreciable  assets.  The 
IRS  Code  affords  tax  advantages  to  the  seller  also  since 
any  appreciation  in  the  value  of  player  contracts  is  taxed 
as  capital  gains.  Transactions  of  pari-mutuel  operations 
affords  similar  tax  treatment  by  allowing  the  seller  to  be 
taxed  at  capital  gains  rates  on  any  appreciation  and 
allowing  the  buyer  to  depreciate  hennel  contracts  and 
similar  intangible  assets.  Transactions  of  pari-mutuel 
licenses  among  related  firms  to  obtain  such  tax  treatment 
can  significantly  distort  the  data  used  in  regulatory 
decision-making. 

Other  operating  expenses 

These  cost  categories  present  the  simple  regulatory 
problem  of  preventing  the  overstatement  of  costs  for  rate 
making  purposes.  In  addition,  in  selected  purchasing  areas 
they  may  allow  some  shifting  of  profits,  but  for  the  most 
part  these  problems  appear  minimal. 

Implications  for  regulatorv  policy 

It  is  absolutely  necessary  that  a detailed  uniforin 
accounting  system  be  state  mandated.  Specifically,  conces- 
sions and  other  contractual  agreements  should  be  reported 
on  a gross  revenue  and  cost  basis.  Likewise,  the  transfer 
of  licenses  should  be  regulated  both  as  to  accounting  and  to 
insure  that  no  valuable  consideration  is  transacted  for  the 
license  Itself.  Finally,  if  the  state  plans  to  regulate  by 


bettor  are  the  same  regardless  of  the  pool  in  which  he 
wagers.  Therefore,  the  bettor  should  be  indifferent  among 

pected  winnings  rate  should  be  the  same.  Evidence  does 
exist  to  show  that  the  'typical"  bettor  does  prefer  the 
exotic  betting  forms  of  quinellas,  perfects,  trifectae,  and 
dally  doubles  to  the  more  widely-known  win,  place  or  show 
wagers. Equally  interesting  is  the  reluctance  of  some 
state  legislatures  to  approve  these  exotic  betting  forms 
because  of  the  apparent  vicarious  features  of  such  wagers 
and  the  attitude  that  they  are  more  subject  to  corruption.^® 
Surely,  the  probability  of  winning  is  lower  but  the  payoff 
is  correspondingly  higher.  Therefore,  the  legislature  is 
drawing  a distinction  between  the  betting  forms  with  low 
and  high  frequencies  of  winning  tickets  and  finding  one 
socially  acceptable  and  the  other  not. 

Additional  joint  product  features  exist  in  the  pari- 
mutuel industry  in  the  form  of  concessions,  programs,  and 
parking.  This  complex  product  package  virtually  prohibits 
the  assignment  of  joint  costs  to  individual  product  lines 


^®since  this  is  the  equivalent  of  preferinq  one  dime 
to  two  nickels,  the  explanation  of  this  phenomenon  is  non- 
econcnic.  Since  the  more  exotic  betting  forms  are  character- 

"winning  big”  apparently  accounts  for  the  consumer  preference. 

^®U.  S.  Bouse  of  Representatives,  Report  by  the  Select 
Committee  on  Crime.  Organised  Criminal  Influence  in  Horse- 


undesirable  features  such  as  wagering.  Similarly  the  en- 
forcement of  such  a standard  would  be  practically  impossible 
with  the  various  opportunities  for  distortion  of  costs. 

Some  measure  c£  monopoly  rights  are  granted  with  the  total 
monopoly  right  on  legalized  wagering  opportunities.  There- 
fore, it  is  apparent  that  some  aggregate  company-wide 
measure  of  profitability  is  needed  to  encompass  all  of  the 
various  product  lines  and  the  various  opportunities  for 
cross-subsidies  in  order  to  regulate  this  industry  on  an 


effective  basis. 


CHAPTER  V 

EFFECTIVENESS  OF  PRESENT 
RESUIATORY  STRUCTURE 

Arc  the  Goals  of  Regulation  Achieved? 

The  effectiveness  of  present  regulatory  practice  is 
necessarily  measured  in  terms  of  whether  or  not  the  specific 
goals  of  regulation  are  achieved.  The  evaluation  of  regula- 
tory performance  requires  extensive  detailed  study  of 
specific  cases.  For  purposes  of  this  study  the  Florida 
pari-mutuel  regulatory  situation  will  serve  as  a case  study 
with  the  justification  that  it  is  the  most  diversified  pari- 
mutuel licensing  state  and  has  the  third  largest  pari-mutuel 
handle.  Likewise,  its  regulatory  statute  exhibits  the 
common  characteristics  mentioned  in  the  second  part  of 

The  core  issue  in  deciding  upon  the  effectiveness  of 
an  existing  pari-mutuel  regulatory  structure  is  whether  or 
not  goals  1 and  6 are  jointly  achieved.  Given  the  existence 
of  monopoly  profits  as  a result  of  the  limited  licenses  and 
the  pari-mutuel  tax,  the  maximlration  of  state  revenues  will 
by  definition  prevent  monopoly  profits  from  accruing  to 
private  individuals.  The  successful  achievement  of  goals  1 
and  6 would  be  indicated  and  supported  by  profitability 
statistics  for  the  industry.  Likewise,  a uniformity  of 
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treaanent  among  firms  of  various  sizs  and  operation  in  the 
industry  including  similar  profitability  and  a minimization 
of  regulatory  lag  will  attest  to  successful  regulation. 

Reference  to  Tables  10  and  11  indicates  that  over 
the  period  1962-1971  the  profitability  of  various  firms  has 
changed  significantly.  By  both  measures,  operating  ratio 
and  rate-of-return,  the  profitability  of  the  three  categories 
has  diverged  with  greyhounds  showing  a persistent  improve- 


ment  in  profitability 

over  the  history  period.  In  more 

spectacular  fashion,  t 

he  profitability  of  iai-alal  operations 

has  increased  to  the  p 

oint  that  jai-alai  is  the  most  profit- 

able  pari-mutuel  category,  greyhounds  the  next  most  profit- 
able and  thoroughbreds  apparently  the  least  profitable 
category.  In  addition  to  these  obvious  horizontel  inequities 
among  categories,  there  is  a wide  variance  in  the  profit- 
ability of  individual  firms  within  various  pari-mutuel 


categories.  The  very 

existence  of  such  differentials  in 

profitability  testify 

to  the  failure  of  the  Tlorids  parl- 

mutuei  regulatory  stru 

eture.  Even  if  corrective  action  were 

taken  now.  firms  will 

have  experienced  years  of  excess  pro- 

fits  and  the  state  will  not  have  maximized  its  return. 

The  taxpayer's  greatest  concern  about  the  diversity 
of  operating  ratios  should  be  that  monopoly  profits  are  ac- 
cruing to  private  individuals.  Since  the  higher  operating 
ratios  indicate  an  acceptable  profitability  level,  the  Lower 


Poe  example, 


private  individuals  instead  of  the  State, 
highest  operating  ratio  in  the  jai-alai  category  in  1971 
was  .591  while  the  lowest  thoroughbred  operating  ratio  was 
.630.  These  results  compared  with  a .93  standard  usually 
considered  in  transportation  rate  cases  and  with  each  ether 
indicate  that  monopoly  profits  from  the  jai-alai  category 
are  not  going  to  the  state,  but  are  accruing  to  private 
individuals  in  jai-alai  operations.  Presumably,  it  is  only 
because  of  state  action  creating  the  monopoly  of  law  that 
monopoly  rente  can  be  extracted.  Therefore,  it  is  only 
reasonable  for  taxpayers  to  desire  that  these  returns  accrue 
to  the  State. 


It  is  possible  for  a state  to  prevent  monopoly  pro- 
fits from  accruing  to  private  individuals  without  maximizing 


f the  limited  number  of  licenses  a 


optimally  located.  Maximization  of  state  revenues  is  not 
achieved  by  a pari-mutuel  regulatory  statute  that  permits 
a new  jai-alai  fronton  in  Santa  Rosa  County  with  a 1971  popu- 
lation of  39,200,  but  not  one  in  Pinellas  County  with  a 1971 
population  of  546,600  when  population  is  the  primary  deter- 
minant of  handle.  This  la  the  effect  of  the  present  Florida 
pari-mutuel  statute  that  grants  exclusive  territorial  rights 
by  regulring  a minimum  distance  between  firms.  The  excep- 
tions to  this  requirement,  granted  by  the  grandfather  clause, 
are  prohibited  from  relocating  by  the  very  law  that  perpetu- 
ates their  existence.  The  effect  of  this  rigidity  is  to 


concentrate  tour  thoroughbred  tracks,  five  greyhound  tracks 
and  three  Jai-alai  frontons  within  100  miles  of  each  other. 
Assuming  that  the  present  number  of  limited  pari-mutuel 
licenses  is  the  socially-desired  optimum  it  is  highly 
unlikely  that  they  are  optimally  located  to  maximise  state 
revenues  given  the  non-uniform  increase  in  Florida  popula- 
tion since  1947.  Limitation  of  the  number  of  pari-mutuel 
licenses  is  achieved,  but  the  licenses  are  not  optimally 


The  elimination  of  motivation  for  u 
ment  and  other  socially  undesirable  means  of  expanding  the 
rate  base  are  concerns  of  a more  sophisticated  regulatory 
effort  than  presently  exists  in  the  State  of  Florida.  The 
achievement  of  these  goals  can  be  obtained  by  a uniform 

Florida  system  requires  individual  firms  to  file  annual 
income  statements  and  balance  sheets  with  the  Division  of 
Pari-Hutuel  Wagering.  The  annual  reports  are  not  filed 
according  to  a uniform  accounting  system  nor  are  the  reports 
suimnarized  and  reported  to  the  regulatory  Board  of  Business 
Regulation  or  to  the  Legislature  in  such  a way  as  to  divulge 
the  profitability  of  the  various  firms  in  Florida.  The 
annual  report  of  the  Division  of  Pari-Hutuel  Wagering  con- 
centrates on  reporting  the  handle.  State  revenues  and 
attendance  and  such  information  that  provide  only  a super- 


ficial indication  of  the  profitability  of  individual  firms. 


Capacity  of  Existing  Regulatory  Agencies 


The  capacity  of  regulatocy  agencies  to  regulate  is 
of  special  concern  in  view  of  the  failure  of  regulation.  If 
the  regulatory  agency  was  not  funded  sufficiently  to  conduct 
reasonable  regulatory  efforts  the  failure  could  possibly  be 


explained. 

In  the  case  of  Florida's  Division  of  Fari-Mutuel 
Wagering,  total  funding  appears  to  be  sufficient  for  reason- 
able regulatory  efforts.  In  fiscal  year  1972-73  the  Divi- 
sion expended  $2.4  million  to  regulate  33  pari-mutuel 
operations.  This  funding  does  not  include  a pro-rata  share 
of  expenses  for  Departmental  overhead  or  charges  for  the  use 
of  state  buildings.  This  funding  level  provides  an  average 
of  over  $72,000  for  regulating  each  pari-mutuel  operation 
which  operates  from  40  to  104  days  per  year.  By  comparison, 
the  Florida  Public  Service  Commission  spent  $3.3  million  in 
fiscal  year  1972-73.  The  Public  Service  C^nmission  is  res- 
ponsible for  rate,  service,  and  safety  regulation  of  all 
electrical,  telephone,  natural  gas,  water,  sewer,  railroad, 
airline,  and  motor  carrier  companies  throughout  the  State  of 
Florida.  By  this  relative  standard  the  Florida  Pari-Mutuel 
Wagering  Division  appears  to  be  adequately  funded. 

If  the  Divisioh  is  adequately  funded  does  regulatory 
failure  mean  the  Division  has  failed?  The  manpower-staffing 
pattern  of  the  Division  indicates  a bias  toward  detailed 
auditing  and  reflects  the  focus  of  Division  regulatory  effort 
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on  the  details  and  minutiae  of  the  industry  rather  than 
more  important  regulatory  oonsiderations.  In  State  fisoal 
year  1972-73,  the  Division  Director  was  paid  a salary  of 
$23,000  to  head  a Division  of  €1  full-time  positions  and 
an  aggregate  payroll  of  $366,703.  The  Division  organization 
is  outlined  in  Chart  1.  Host  of  the  positions  are  non- 
professional and  low  salary. 

The  second  highest  job  according  to  salary  is  the 
Manager  of  I,aboratory  services  at  $16,  668.  He  is  in  charge 
of  an  eight  man  staff  responsible  for  conducting  tests  on 
saliva  and  urine  specimens  to  detect  the  presence  of  stimu- 
lants or  depressants.  Mot  all  horses  and  dogs  are  sampled. 
Usually  the  on-track  inspector  calls  for  the  inspection  of 

ment  are  most  likely  to  yield  positive  results.  In  state 
fiscal  year  1972-73,  31,319  samples  were  analyzed,  with 
32  showing  positive  results,  while  the  number  of  samples 
analyzed  has  increased  significantly,  the  proportion  showing 
positive  results  has  been  approximately  0.1%  as  indicated 
by  the  1972-73  experience.  Ail  positive  samples  result  in 
an  investigation  which  may  or  may  not  result  in  a convic- 
tion. The  investigations  section  is  responsible  for  investi- 
gations on  all  drug  attempts  on  racing  animals,  complaints 
by  patrons,  bookmaking,  fingerprinting  and  licensing  of 
pari-mutuel  employees,  and  keeping  undesirables  off  track 


premises. 


WAGERING 


The  coordinator  of  Field  Operations  and  Training,  at 
SH.660,  is  the  next  highest  position.  He  is  in  charge  of 
a forty  nan  staff  of  pari-rautuel  auditors  responsible  for 
the  audit  of  the  reports  and  records  of  the  various  pari- 
mutuel operators.  The  coordinator  also  has  the  support  of 
432  part-time  employees  with  a total  payroll  of  $793,847. 
This  large  budget  covers  all  "on-site"  positions.  The  num- 
ber of  State  employees  at  the  various  pari-mutuel  facilities 
varies  from  a low  of  9 at  jai-alai  frontons  to  a high  of  40 
at  the  thoroughbred  tracks.  The  lob  descriptions  range  from 
ticket  auditors  and  badge  clerks  to  veterinary  inspectors  to 
chief  inspectors.  With  this  many  part-time  eit^loyees 
possibilities  exist  for  charges  of  political  patronage  in 
hiring  decisions.  The  part-time  employee  might  also  be  more 
likely  to  enter  into  illicit  agreements  that  could  under- 
mine the  regulatory  effort. 

It  is  apparent  that  the  focus  of  the  regulatory 
effort  is  to  detect  illegal  activities  rather  than  collect 
and  report  information  for  regulatory  decieion-making.  The 
Division  organizational  bias  toward  accounting  and  auditiixg 
of  pari-mutuel  minutiae  should  be  changed  by  deleting  some 
of  the  part-time  positions  where  violations  are  minor  and 
infrequent  and  adding  some  professional  positions  at  the 
Division  level  to  maintain  an  ongoing  regulatory  program  of 
analysis  and  reporting  of  pertinent  regulatory  data.  This 
suggestion  is  not  intended  to  minimize  the  importance  of  Che 
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enforcement  aspects  of  the  regulatory  effort.  Certainly, 
public  confidence  in  the  integrity  of  pari-mutuel  operations 
is  critical  to  their  success.  Likewise,  since  this  effort 
is  directed  primarily  toward  employees,  suppliers  of  racing 
animals,  and  betting  participants,  it  should  not  be  substi- 
tuted for  economic  regulation  of  pari-mutuel  operations. 

The  creation  of  professional  staff  at  the  Division 
level  should  not  be  expected  to  cure  all  of  the  failures  of 
the  present  regulatory  structure,  although  it  is  a necessary 
ingredient  of  a successful  regulatory  program.  Division 
staff  inadequacies  fail  to  explain  why  the  findings  of  two 
study  commissions  in  the  last  ten  years  have  not  resulted 
in  changes  in  the  Florida  pari-mutuel  tax  structure,  fts 
early  as  January,  1957,  the  Florida  Citisens  lax  Council 
reported  that  widely  disparate  rates-of-return  existed  in 
the  Florida  pari-mutuel  industry.^  Division  manpower 
staffing  patterns  do  not  explain  the  failure  of  this  informa- 
tion to  result  in  tax  structure  adjustments. 

Test  of  the  Stinler-Moll  Hypotheses 
The  Florida  pari-mutuel  regulatory  structure  has 
failed  to  serve  the  general  welfare  by  allowing  monopoly 


^Arthur  L.  Cunkle,  Racing  Taxes  in  Florida,  Florida 
Citisens  Tax  Council,  Tallahassee,  Florida,  January,  1957, 
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and  Hinn  In  Kentucky  in  1906  sought  State  sanction.  They 
agreed  to  share  s«ne  of  the  pari-mutuel  proceeds  in  return 
for  legislation  that  protected  them  by  assuring  their  con- 
tinued existence.  At  the  time  of  such  sharing  of  revenues 
was  enacted  an  official  decision  of  an  allowable  pari-mutuel 
ccamission  was  determined.  The  statutory  commission/  which 
is  the  pari-mutuel  equivalent  of  price,  established  one  of 
the  four  possible  state  policies  delineated  by  Stigler  and 
sought  after  by  the  regulated;  namely  that  of  price  deter- 
mination by  some  administrative  body.  In  Florida  price 
determination  has  been  a statutory  matter  since  the  original 
1931  horse  and  dog  racing  lew. 

A second  state  polioy  sought  after  by  the  regulated 
according  to  Stigler  is  the  control  over  entry  of  new  rivals. 
The  original  Florida  laws  of  1931  and  1935  contained  no 
features  that  would  expressly  limit  the  number  or  location 
of  pari-mutuel  facilities  in  Florida.  Implied  in  the  original 
laws  was  the  acceptance  of  pari-mutuel  wagering  as  a competi- 
tive industry  whose  number  of  locations  would  be  regulated 
by  referendum,  zoning  and  local  economic  conditions.  In 
1945,  a relatively  minor  piece  of  jai-alal  legislation  was 
passed  prohibiting  jai-alai  frontons  from  locating  within  20 
miles  of  each  other. ^ In  1947,  additional  legislation 


^There  was  one  jai-alai  fronton  at  the  time.  See 
Appendix  B. 
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of  the  regulated  industry.  When  the  various  laws  regulating 
the  location  and  muaber  of  pari-mutuel  firms  in  Florida  by 
stating  ninimam  distance  requirements  between  firms  were 
enacted,  the  existing  permittees  were  excluded  from  the  im- 
pact of  the  legislation.  This  type  of  clause  is  called  a 
grandfather  clause  and  it  exempts  existing  firms  from  the 
new  law.  This  recognition  of  "squatter's  rights"  has 
resulted  in  a situation  where  four  horse  tracks  exist  within 
one  area  with  a 100  mile  diameter,  but  the  generel  law  reads 
that  a permit  application  will  not  be  considered  if  it  is 
located  within  100  miles  of  an  existing  permit.  An  inter- 
esting feature  of  this  1947  law  is  that  harness  racing 
locations  were  included  in  the  law,  yet  harness  racing  was 
not  legalited  in  Florida  until  1941.  This  Implies  that 
existing  pari-mutuel  operators  wanted  protection  from  direct 
competition  and  even  potential  substitutes. 

This  granting  of  exclusive  territorial  rights  to 
Florida's  pari-mutuel  permittees  is  not  unique  to  Florida 
nor  the  pari-mutuel  industry.  Such  exclusive  territorial 
rights  have  been  a part  of  major  league  professional  sports 
for  years.  Likewise,  it  is  noted  from  Table  1 that  each  of 
the  ten  states  with  the  largest  pari-mutuel  handle  (repre- 
senting approximately  SOt  of  the  total  handle)  exhibit  some 
form  of  legislated  barrier  to  entry.  Barriers  to  entry  must 
be  justified  on  some  basis.  In  league  sports  the  need  for 
a competitor,  league  standings  and 


championships,  and 
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permanent  atructure  dictate  the  need  for  league  franchiaes. 
Barriers  to  entry  have  lihewiae  been  advocated  on  the  basis 
of  preventing  destructive  competition.  This  argument  would 
suggest  that  a municipality  could  support  one  baseball  team 
and  one  stadium  and  any  attempts  to  support  mote  would 
result  in  idle  facilities  and  a misallocation  of  resources. 
Barriers  to  entry  or  quotas  have  also  been  Justified  on  the 
basis  of  limiting  the  number  of  outlets  as  a social  goali 
i.e.,  limiting  the  number  of  snack,  bars  in  a National  Park 
or  prohibiting  the  proliferation  of  retail  beverages  estab- 
lishments. Drawing  on  the  potential  reasons  for  limiting 
the  number  of  pari-mutuel  establishments,  the  most  likely 
candidate  is  the  moral  issue  of  insuring  that  there  is  not 
a gambling  establishment  on  every  corner.  The  prepon- 
derance of  local  referendum  requirements  is  supporting  of 

An  alternative  view,  and  one  consistent  with  Stigler 
and  Noll,  would  be  that  regulation  of  the  number  of  estab- 
lishments is  not  demanded  by  the  general  public  or  the 
State  Legislature,  but  by  the  regulated  Industry.  Since 
league  competition  is  unnecessary  in  this  case  and  destruc- 
tive competition  an  unlikely  reason,  it  is  apparent  that 
the  choice  is  between  restricted  licenses  for  moral  considera- 
tions or  the  Stigler-Noll  view  of  the  purpose  of  regulation. 
For  the  received  view  to  prevail  over  the  Stigler-Noll  view 
vigorous  price  regulations  must  accompany  restrictive 


licensing.  Otherwise,  the  restrictive  licensing  will  bene- 
fit the  regulated  industry.  Such  price  regulation  has  not 


In  recent  years  a new  trend  has  appeared  in  Florida 
pari-mutuel  regulatory  law.  In  the  1960's  several  laws  were 
enacted  that  increased  the  pari-mutuel  commission  and  ear- 
marked those  increases  for  purses  or  racing  promotion  funds. 

If  this  trend  continues  then  the  various  states  will  be  in 
the  impossible  position  of  having  legislated  some  percentage 
of  handle  for  stakes  and  purses.  This  represents  a failure 
of  regulation  since  the  measure  of  overall  profitability  of 
the  operation  is  meaningless  with  State  involvement  in 
factor  markets  and  other  firm  responsibilities.  Recalling 
that  state  racing  commissions  are  passive-reactive,  the  regu- 
lated industry  could  surface  any  part  of  their  business  that 
is  in  trouble  and  ignore  those  that  are  doing  well.  To  the 
state  the  only  thing  that  should  matter  is  the  profit- 
ability of  the  overall  government-protected  operation.  From 
the  standpoint  of  both  equity  and  efficiency  it  should  be 
enough  to  keep  the  factors  of  production  employed  without 
being  high  enough  to  allow  monopoly  profits  to  accrue  to 
the  operator. 

While  all  of  these  legislative  changes  appear  to  con- 
form to  the  Stigler  hypothesis,  they  do  not  necessarily  indi- 
cate a disregard  of  the  public  welfare  if  the  tax  rate  had 
been  adjusted  as  corrective  action  for  changes  in  the  industry, 
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jMth  legal  and  economic.  It  was  concluded  earlier  in  this 
chapter  that  the  Florida  pari-mutuel  tax  structure  has  not 
i>een  adjusted  in  reaction  to  changes  in  the  profitability 
of  the  industry.  Consequently,  the  legislative  changes 
mentioned  above  appear  to  be  designed  and  operated  for  the 
benefit  of  the  regulated  industry  rather  than  for  the  pro- 
tection and  benefit  of  the  public.  It  can  be  concluded 
that  the  Florida  pari-mutuel  regulatory  experience  supports 
the  Stigler-Noll  hypotheses. 

In  addition  to  the  specific  state  policies  devised 
by  the  regulated,  Stigler  mentions  to  characteristics  of 
the  political  process  by  which  this  regulation  takes  place. 

In  the  Florida  pari-mutuel  case  both  characteristics  exist. 
The  infrequent,  universal  participation  which  normally  leads 
to  extremely  long  regulatory  lag  is  particularly  severe  in 
the  Florida  pari-mutuel  situation  because  of  the  dual  regu- 
latory authority  or  double  hurdle  for  changes  in  regulatory 
legislation.  Likewise,  the  implementation  of  strongly  felt 
preferences  of  majorities  and  minorities  and  the  disregard 
of  lesser  preference  of  majorities  and  minorities  works  to 
the  benefit  of  the  regulated.  At  monthly  public  meetings 
of  the  Board  of  regulation  advocates  for  the  regulated  sig- 
nificantly outnumber  representatives  of  the  general  public. 
Their  preferences  are  strongly  felt  and  vocalized.  Repre- 
sentatives of  the  general  public  could  te  either  agency  staff 


legislative  representatives. 
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likely  rank  their  Ceelinga  about  the  level  of  pari-mutuel 
taxation  aa  one  of  their  lesser  preferences.  After  all* 
the  level  of  price  to  the  consumer  is  usually  unaffected 
by  any  proposal  to  change  the  tax  level  so  there  are  few 
political  bouquets  to  be  had  by  advocating  a significant 
tax  increase.  In  cases  such  as  these/  the  consumer  is  not 
a aoxirce  of  complaints  about  the  state's  share  of  the  pari- 
mutuel ccmunission.  Such  impetus  comes  only  from  Government 
officials. 

Pressure  for  earnings  and  dividends  from  stockholders 

mutuel  industry.  These  are  significant  differences  in  the 
typical  regulatory  environment  in  which  changes  in  company 
revenue  bear  a one-to-one  relationship  to  consumer  prices 
and  pari-mutuel  regulation  where  generation  of  monopoly 
profits  is  a goal  of  regulation  and  changes  in  firm  revenues 
need  not  bear  any  relationship  to  chajiges  in  consumer  prices. 
In  similar  fashion  many  members  of  society  are  totally  uncon- 
cerned about  the  method  and  level  of  pari-mutuel  taxation, 
stating  that  if  someone  is  foolish  enough  to  gamble  he 
deserves  to  lose  his  money.  Another  reason  that  the  case 
for  the  general  public  is  difficult  to  present  is  that  the  , 
level  of  pari-mutuel  taxation  is  significant  enough  that  thfe 
source's  total  revenue  is  necessary  for  continued  operation 
of  state  balanced  budget  programs  and  therefore,  something 

At  the  same  time,  tax  reform  proposals  are 


be  protected. 


likely  to  generate  meager  net  revenues  and,  therefore,  lack 
the  monetary  clout  to  carry  them  through.  For  all  of  these 
reasona,  proposals  for  ohanges  in  the  state-operator  split 
of  the  pari-mutuel  commission  face  a political  process  that 
favors  the  regulated  industry. 

Boger  Noll  recently  claimed  that  regulation  operates 

welfare  of  the  regulated  and  is  in  need  of  a general  reform 
to  direct  it  toward  serving  the  general  welfare.^  In  many 
respects  Noll's  work  parallels  Stigler's  and  the  Florida 
pari-mutuel  industry  regulatory  history  serves  as  a test  of 
Noll's  hypotheses.  Specifically,  Noll  mentions  the  distaste 
for  uncertainty,  the  hedging  during  decision-making  and  the 
relative  interest  of  the  regulated  few  and  the  general  pub- 
lic in  regulatory  issues.  The  hedging  during  regulatory 
decision-making  is  a natural  part  of  the  political  process. 

Not  only  is  it  evident  in  the  Florida  pari-mutuel  situation, 
but  its  effects  are  compounded  by  the  double  level  of 
regulatory  bodies  on  critical  issues.®  The  relative  interest 
of  the  regulated  and  the  general  public  is  again  rather 
obvious.  To  the  individual  firm  it  can  mean  up  to  a million 

Roger  G.  Noll,  Refonning  Regulation  (Washington: 

The  Brookings  Institution,  1371)  , p.  is. 

®A  given  reform  proposal  that  must  pass  through  two 
levels  of  regulatory  authority  could  be  hedged  at  each  level 
resulting  in  an  adjustment  of  only  25  percent  of  that  requested 
given  the  Noll  view.  The  same  effect  would  be  noticed  as 
reduced  odds  of  passing  in  yes/no  issues. 


dollars  annually  in  revenues  and  to  the  general  public  an 
average  of  less  than  a dollar  apiece.  This  vast  difference 
in  relative  interest  plus  the  virtual  absence  of  the  pari- 
mutuel consumer  in  the  public  forum  may  account  for  the 
regulatory  bias  favoring  the  industry. 

In  looking  at  both  the  Noll  and  Stigler  hypotheses, 
the  Florida  pari-mutuel  industry  exhibited  strong  charac- 
teristics of  firms  under  regulation  for  the  benefit  of  the 
regulated.  As  pointed  out  by  Noll,  licensing  to  limit  the 
number  of  locations  can  be  a valid  social  goal  and  such 
licensing  should  be  generally  accompanied  by  price  regula- 
tion. Consequently,  the  exhibition  of  these  licensing 
characteristics  by  Florida's  regulatory  legislation  is  not 
sufficient  proof  in  and  of  itself  that  these  firms  are  not 
regulated  to  serve  the  public  welfare.  It  is  possible  that, 
over  the  years,  as  these  legislative  and  demand  changes  take 
place,  that  appropriate  tax  changes  ware  ooincidentially 
enacted  to  ensure  that  monopoly  profits  accrue  to  the  State 
and  not  into  private  hands.  Not  only  is  even  imperfect 
coincident  adjustment  missing  from  the  Florida  history  of 
pari-mutuel  tax  changes,  there  have  been  very  few  tax 
changes  at  all.  There  have  been  no  decreases  in  the  share 
of  the  handle  going  to  the  operator  since  195S,  during  which 
time  the  population  of  the  State  has  doubled.  It  was  in 
1555  that  the  only  significant  reduction  in  the  operator's 
share  of  the  handle  occurred.  In  the  dog  racing  category. 
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their  share  of  the  handle  was  reduced  from  121  to  lOlt  for 
which  they  received  a per  race  allowance  that  equals  the 
first  5170  withheld  from  pari-mutuel  pools. 

The  rapid  growth  of  Florida  population,  the  frequent 
occurrence  of  protective  legislation,  and  the  infrequent 
changes  in  the  tax  rates  suggest  that  during  its  42  years 
of  regulating  their  pari-mutuel  industry,  Florida  State 
government  has  not  achieved  the  goal  of  serving  the  general 
welfare  as  measured  by  the  maxioLization  of  State  revenues 
from  the  pari-mutuel  permittees.  Primary  evidence  is 
offered  by  the  divergence  of  operating  ratios  among  and 
within  pari-mutuel  categories  and  the  irrational  relation- 
ship between  costs  and  revenue  resulting  from  the  present 
tax  structure.  If  a "fair"  rate  of  return  standard  had  been 
adopted  then  margins  or  returns  would  be  more  similar  than 
at  the  present  time.  The  conclusion  drawn  is  that  regula- 


tion has  been  conducted  without  sufficient  regard  for  the 
economic  results  of  regulatory  measuras.  This  is  tantamount 
to  licensing  without  price  regulation,  which  Noll  properly 
points  out  is  of  questionable  value  in  terms  of  the  public 
interest.  Since  the  existing  regulatory  structure  exhibits 
many  characteristics  of  the  Stigler  and  Noll  hypotheses,  and 
has  failed  to  achieve  reasonable  regulatory  goals  according 
to  the  received  view  of  the  "purpose"  of  regulation,  the 
Stigler-Noll  hypothesis  of  the  "purpose"  of  regulation  is 


accepted  in  the  case  of  the  Florida  pari-mutuel  industry. 
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The  four  alternative  approaches  have  their  particular 
problens.  The  lump  sum  tax  would  be  calculated  by  an  ac- 
counting process  that  in  small  closely  held  corporations 
would  lead  to  a measurement  conflict  between  accounting  pro- 
fits and  returns  to  superior  management;  this  problem  being 
in  addition  to  the  question  of  a fair  return  to  capital. 

This  approach  would  also  tax  away  the  incentive  for  innova- 
tion and  operating  efficiency.  The  problems  of  the  lump  sum 
tax  would  also  be  evident  in  the  f inD-by-firm  approach  to 
regulation. 


State  operation  of  pari-mutuel  facilities  is  a 
viable  alternative,  The  profit  maximisation  motive  would, 
however,  be  lost  in  public  operation  of  pari-mutuel  facilities. 
There  would  be  a transition  problem  also,  in  states  that  pre- 
sently allow  pari-mutuel  wagering  conducted  by  private  firms. 
The  state  would  likely  choose  to  acquire  fixed  facilities 
frcra  present  licenses  as  an  alternative  to  constructing  new 
facilities  and  leaving  present  permittees  with  their  unusable 
facilities.  The  state  acquisition  of  facilities  should  be 
on  a physical  value  basis  only.  Otherwise,  in  a financial 
evaluation  any  monopoly  profits  presently  accruing  to  per- 
mit holders  would  be  capitalized  in  the  transaction  price. 

A similar  fixed  asset  effect  would  be  noticed  in 
the  bidding  of  licenses  to  private  operators  using  their  own 
facilities.  The  operator  would  ultimately  cover  the  risk 
adjusted  cost  of  potentially  idle  facilities  in  his  bids. 
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Ignoring  the  fact  that  exiatxng  firms  would  have  a competi- 
tive advantage  in  the  short  run,  the  state  would  bear  the 
cost  of  increased  uncertainty  and  the  cost  of  any  idle 
facilities.  The  only  completely  viable  alternative  in  the 

out  of  operating  rights  within  those  facilities.  For  states 
with  current  pari-mutuel  cperations,  the  transition  problem 
of  fixed  facilities  arises. 

While  these  alternatives  are  interesting,  especially 
to  a state  not  presently  engaged  in  pari-mutuel  operations, 
political  realities  probably  prohibit  serious  consideration 
of  any  regulatory  structure  other  than  the  industry-wide  tax 
schedule.  This  should  not  be  taken  to  imply  that  the  indus- 
try-wide schedule  is  without  merit.  Certainly,  a properly 
developed  industry-wide  schedule  can  serve  as  an  incentive 
for  operating  efficiency  and  innovation.  Also,  the  industry- 
wide schedule  in  conjunction  with  the  freedom  to  relocate 
the  limited  number  of  pari-mutuel  licenses  within  a state 
serves  as  a mechanism  for  optimum  plant  location. 

This  study  does  have  implications  for  optimum  regu- 
latory policy  within  the  constraints  of  an  industry-wide  tax 
schedule,  limited  number  of  licenses,  and  a significant  tax 
on  pari-mutuel  pools.  First  the  number  of  limited  licenses 
should  be  determined  on  some  population  basis.  This  approach 
should  consider  geographical  population  distribution  and 
growth  prospects  as  well  as  the  absolute  of  number  of  persons. 


Since  itioet  statutes  restricting  the  number  of  licenses  went 
into  effect  in  the  lS40’s  when  the  U.  s.  population  was 
approximately  2/3’s  of  its  present  level,  it  is  highly 

tax  receipts  by  allowing  an  increase  in  the  number  of 
licenses.  In  the  State  of  Florida  the  population  has 
approximately  tripled  since  the  minimum  mileage  requirement 
was  passed  in  1947,  One  approach  to  this  problem  would  be 
to  estimate  the  population  service  capacity  of  a single 
pari-mutuel  facility  and  then  express  the  allowed  number 
of  licenses  on  a population  basis  with  automatic  increases 
resulting  as  population  growth  occurred.  This  approach  in 
conjunction  with  the  elimination  of  the  mileage  minimum 
among  firms  would  allow  an  optimum,  market-determined 
location  of  licenses.  Properly  implemented,  this  would 
provide  an  opportunity  to  maximize  State  revenues. 

The  pari-mutuel  state  commission  should  then  be  set 
at  the  monopolist  solution  when  marginal  cost  equals  mar- 
ginal revenue  and  monopoly  profits  are  maximum.  With  maxi- 
mum monopoly  profits,  an  appropriate  tax  schedule  could  be 
developed  to  tax  away  average  monopoly  profita  at  various 
levels  of  pari-mutuel  handle. 

This  report  has  several  implications  for  the  appro- 
priate regulatory  structure  within  which  to  develop  and  main- 
tain an  appropriate  lax  structure.  First,  the  regulatory 
agency  should  have  an  announced  tax  policy  expressed  in 
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terms  of  their  profitability  measure.  The  implications  of 
the  cost  analysis  and  profitability  measures  sections  of 
this  report  indicate  that  the  operating  ratio  is  the  appro- 
priate profitability  measure  for  the  pari-mutuel  industry. 
Thus  the  regulatory  agency  should  announce  a policy  such 
as  a target  operating  ratio  for  all  pari-mutuel  operations. 
Determination  of  the  optimum  operating  ratio  is  dependent 
upon  the  operating  ratio  earned  in  similar  oompetitive 
industries  with  proper  adjustment  for  such  unusual  circum- 
stances such  as  the  reporting  of  concessions  and  programs 
on  a net  basis  and  tax  treatment  alternatives.  Given  this 
target  operating  ratio  an  appropriate  tax  schedule  can  be 
developed  which  will  approximately  tax  away  all  receipts 
above  the  target  operating  ratio  level  and  thus  approxi- 
mately tax  away  monopoly  profits. 

The  development  and  maintenance  of  the  optimum 
®P®^sting  ratio  is  dependent  upon  the  regulatory  agency 
having  the  information  and  capability  of  analysing  it.  Thus, 
there  exists  a need  for  a uniform  accounting  and  management 
reporting  system  and  properly  trained  staff,  conditions  that 
presently  do  not  exist  in  state  racing  commissions  across 
the  country. 

The  appropriate  tax  schedule,  given  the  target 
operating  ratio,  should  have  as  its  goal  equity  among  indus- 
try categories  and  among  firms  within  categories.  This  goal 
status  can  be  periodically  reported  as  an 
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ongoing  product  of  the  unifona  accounting  and  management 
reporting  system.  Thus,  we  obtain  a measure  of  the  effec- 
tiveness of  the  present  tax  structure  and  a reduction  of 
regulatory  lag  automatically.  The  cost  analysis  in  this 
report  implies  that  the  appropriate  tax  structures  for  the 
State  of  Florida  will  be  uniform  for  jai-alai  and  graduated 
for  greyhounds  and  thoroughbreds.  The  measure  of  the  tax 
should  he  on  the  pari-mutuel  handle. 

The  implications  of  the  comparison  of  the  present 
status  of  pari-mutuel  regulation  to  the  Stigler  and  Noll 
views  of  regulation  suggest  that  an  optimum  regulatory 
structure  should  have  but  one  level  of  regulatory  authority 
rather  then  the  present  two  tier  arrangement.  Despite  the 
usual  weaknesses  of  earmarking,  the  proceeds  of  the  pari- 
mutuel tax  could  be  earmarked  for  a purpose  beneficial  to 
the  interest  of  a broad-based,  politically-active  group  such 
as  property  tax  relief  for  the  elderly  or  school  teachers 
retirement  benefits.  This  introduces  the  equivalent  of  a 
consumer  into  the  regulatory  structure  and  thus  reduces  the 
differential  between  the  relative  priorities  between  the 
regulated  and  the  benefactors  of  the  tax. 


It  is  interesting  to  note  that  where  moral  considera- 
tions play  a significant  role — either  pro  or  con — economic 
inequities  and  inefficiencies  are  obscured.  In  professional 
team  sports,  \^ere  atheletes  are  supposed  to  represent  the 
highest  ideals  of  excellence  and  competition,  we  are  only 
beginning  to  be  troubled  by  collusive  agreements,  monopolis- 
tic and  nonopsonistic  arrangements,  TV  blackouts,  reserve 
clauses,  profits  and  subsidies.  The  pari-mutuel  industry 
represents  the  converse  situation  moralistically,  but  we 
are  just  now  concerned  with  economic  considerations  in 
gambling,  too.  After  years  of  regulating  the  industry  in  an 
effort  to  prevent  Illegal  gambling,  the  fixing  of  races,  and 
the  illegal  transmission  of  racing  information,  it  has  be- 
come apparent  that  these  moral  considerations  have  over- 
shadowed another  important  concern — the  level  o 
ability  of  the  pari-mutuel  operations, 
attempt  has  been  made  to  state  the  goals  of  pari-mutuel 
regulation,  develop  measures  for  regulatory  policy,  and 
gauge  the  effectivness  of  the  present  regulatory  system.  The 
conclusion  chat  the  present  regulatory  structure  has  failed 
led  to  the  investigation  of  the  cause  of  regulatory  failure 
and  development  of  a reconunended  regulatory  s 


major  categories  in  Florida  pari- 


within  and  among  the  three 
mutual  operations.  Jai-alai  operations  were  determined  to 
be  the  most  profitable  on  the  average,  greyhound  operations 
the  next  most  profitable  and  thoroughbred  operations  the 
least  profitable.  The  Florida  regulatory  agencies  have 
failed  to  correct  this  trend  toward  diverging  profitability 
levels  although  the  problem  has  surfaced  through  special 
study  ctmmnissions . This  failure  of  regulation  was  deter- 
mined to  be  partly  a function  of  organization  and  staff 

system.  These  conditions  could  not,  however,  explain  the 
failure  of  regulatory  agencies  to  reaot  to  the  findings  of 
special  study  commissions. 

The  received  view  of  regulation  holds  that  regula- 
tion is  intended  primarily  for  the  protection  and  benefit 
of  the  public.  An  alternative  view  held  by  George  Stigler, 
Roger  Noll,  and  others,  holds  that  regulation  is  intended 
primarily  for  the  protection  and  benefit  of  certain  elements 
in  the  regulated  industry  rather  than  for  the  protection  and 
benefit  of  the  public.  An  analysis  of  the  Florida  pari- 
mutuel industry  found  no  semblance  of  a consistent  state 
regulatory  policy.  On  the  other  hand,  the  regulatory 
agencies,  legislative  changes,  and  economic  data  exhibit  most 
of  the  characteristics  of  an  industry  that  has  sought  out 
regulation  and  designed  and  operated  it  for  the  protection 
and  benefit  of  the  industry.  Conseguently,  the  Florida  pari- 
mutuel industry  is  characterized  byi 


the  two  levels  of  regulatory  authority.  This  iinprovament 
would  reduce  the  hedging  during  decision-making.  The  state 
share  of  the  pari-mutuel  coimaission  should  be  earmarked  to 
a fund  beneficial  to  a broad-based^  politically  active  group 
such  as  property  tax  relief  for  the  elderly  or  school 
teachers  retirement  benefits.  This  would  reduce  the  dif- 
ferential in  the  relative  interest  of  the  regulated  and  the 
general  public. 

One  is  always  somewhat  moderate  when  making  recom- 
mendations irfiich  affect  the  fortunes  of  individuals.  In 
this  case,  however,  the  empirical  support  for  change  is  over- 
whelming and  the  approach  taken  here  is  more  comprehenaive 
than  is  now  used  by  the  regulators.  Action  by  policy  makers 
is  necessary  to  change  political  support  for  the  regulatory 
agencies,  and  to  develop  the  information  and  staff  expertise 
necessary  to  prevent  the  continuation  of  state-created 
monopoly  profits  accruing  to  private  individuals. 
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1971  DISTRIBUTION  OF  HARNESS  RACING 
PARI-HUTUEL  FOOLS 
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1971  DISTRIBUTIOU  OF  QUMtTBR  HORSE  RACING 
PARI-MUTUEL  POOLS 


140 


1971  DISTRIBUTION  OF  GREYHOUND  RACING 
PARI-MUTUEL  POOLS 


(1) 
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FLORIDA  PARI-MUTUEL  HISTORICAL 


FLORIDA  THOROUGHBRED  RACIUO  HISTORICAL 
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PLOBIDA  HARNESS  RACING  HISTORICAL  DATA 


1965-46 


FLORIDA  QUARTER 


RACING  HISTORICAL 


FLORIDA  GREYHOUND  RACING  HISTORICAL 
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FLORIDA  JAI-ALAl  HISTORICAL  DATA 


APPENDIX  C 

FLORIDA  AVERAGE  MAGERS 
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FLORIDA  AVERAGE  HAGERS 


APfEMOIX  D 

REGRESSION  RESULTS-COST  ANALYSIS 


X50 


CJiOSS-SECTION  BEGRES8ION  HESOLTS 
FLORIDA  GREYHOUND  WAGES  AND  SALARIES 

Model;  <NES){  = Bo  + 9i  Handle^  -f 


8962 

9203 


ISl 

CROSS-SECTION  REGRESSION  RESULTS 
FLORIDA  GREYHOUND  PURSES 


1962 


1967 


.0593 

1.676) 


9647 


9409 

9375 

9474 


1S3 


CROSS-SECTION  REGRESSION  RESULTS 
FLORIDA  GRETROUNO  OTHER  OPERATING  EXPENSES 

Model:  (OOE)i  = B,  + B,  Handle^ 


19«2 

19B3 

1965 

1966 


1968 


1971 


•039B  .0246 

(.720)  (9.925) 


9313 

9S5S 


15 


CROSS-SECTION  HESRESSION  RESULTS 
FLORIDA  GREYHOUND  TOTAL  OPERATING  EXPENSES 

Model:  (TOE)  . = Bg  S,  Handle.  + u. 
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CROSS-SECTION  REGRESSION  RESULTS 
FLORIDA  JAI-ALAI  WAGES  AND  SALARIES 
Model;  IWES).  - Bo  * S,  Handle.  * u. 


1962 


1964 


1965 


196B 


1971 


.0247 

(2.776) 


7147 


7692 

7297 


6815 

6138 


CROSS-SECTION  REGRESSION  RESULTS 
FLORIDA  JAI-AIAI  PLAYERS'  SALARIES  AND  BONSUES 


FLORIDA 


5SS-SBCTIOH  REGRESSION  RESULTS 
JAI-ALAI  TOTAL  OPERATING  EXPENSES 


FLORIDA  THOROUGHBRED  COST  STATISTICS 
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